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Wanted — Criteria of World Investment 


by S. H. FRANKEL (Professor of Colonial Economic Affairs, Oxford) 
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{ warning to Point Four apologists, who tend to assume that providing 


ipital and technical guidance for underdeveloped countries will produce 
social results similar to those that normally follow in the West 


lr IS very common nowadays to 
uggest that the provision of capital 
n any form ts necessarily advanta- 
reous to the recipient society and 
‘utomatically produces “ income”. 
Nothing could be farther from the 


truth ‘he history of such “ invest- 
nents * in Africa and elsewhere af- 
ords many examples of railway 


lines, roads, ports, irrigation works, 
etc., in the “wrong places” which 
not only failed to lead to !ncome- 
renerating development, but ac- 
tually inhibited more economic 
levelopments which might  other- 
vise have taken place. 

In other words a capital export 
to, or import by, an underdeveloped 
ountry—-a capital outlay or input 
Ss not necessarily investment at all 
t may well represent only capital 
onsumption, 1e., its use in. situa- 
tons where it is impossible, or still 
premature, to expect economic 
ictivity sufficient to maintain or re- 
ace the capital and provide for its 
further accumulation. 

Capital cannot be “ stored-up” 
for Jong; nor can it be “transferred” 
from one stiuation to another with- 


From “Some Conceptual Aspects of 
Underdeveloped Countries, 
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out the individuals who will re- 
adapt and “re-fashion” it for use 
in a new pattern of activity. For 
no two situations, no two regions, 
no two societies, no two problems of 
choice, in time, or place, are alike. 
In this sense capital is like technical 
“ know-how ”, which also does not 
exist in the abstract ready to be ap- 
plied to any new situation. To 
transfer “know-how” is not. to 
apply something which is known. 
It is to apply new ways of thinking 
to find out what is not known: as 
When research is undertaken to 
develop new discover the 
nature of soils; prospect for miner- 
als. adapt old aptitudes to new 
skills: and perfect machines for new 
tasks. 


CrTOpS; 


Changed View of Investment 

What confuses the problem of 
economic development in our time 
is not so much a change in the bas'¢ 
economic growth 
but a change tn dominant attitude 
towards it. 

Hitherio the private investor has 
been freed from the t 
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choose between different and there- 
fore necessarily conflicting goals of 
action. As far as he was concerned 
the purpose of investment was the 
production of additional net income. 
He was not distracted by such ques- 
tions as to whether the pursuit of 
that accounting objective would or 
would not bring about an increase 
in welfare, social efficiency, or hap- 
piness. 

When he subscribed to a loan for 
or made a direct investment in an 
underdeveloped country he, as an 
investor, Was not concerned with 
whether the loan would have good 
or bad effects on the welfare, health, 
or social structure of the borrowers. 
All such matters were not his 
responsibility, but were assumed, 
often indeed all too conveniently as- 
sumed, to flow from the hidden 
hand of providence, given only that 
each man “calculated” correctly 
in regard to that which it was his 
responsibility to calculate about. 

Thus the very notion of “develop- 
ing” a whole community, a whole 
people, or an underdeveloped terri- 
tory did not arise. What was meant 
by “ development ” was the creation 
of political and economic institu- 
tions which would bring new re- 
gions and other peoples into the 
accepted framework of reference for 
economic action. 

The rdle of government in the 
colonial or dependent areas was, 
within the system of thought of the 
times, clear-cut and consistent. It 
was to provide (a) political security; 
(b) due process of law and incorrup- 
tible organs of administration; (c) 
an adequate fiscal and monetary 
system; and (d) adequate communt- 
cations and similar public services. 
It was always clearly realised that 
the provision of these was a costly 
responsibility, not lightly to be em- 
barked upon. And as it was beyond 
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the means of the underdevelop: 
countries themselves, they had to 
given appropriate grants, or assist 
by subsidised investments. 

In this respect the importance 
many of the ideas now emphasise 
in the so-called Point Four pro 
gramme were clearly realised. [: 
was, however, not so well under 
stood (and is even now not alway 
Clearly grasped) that the provisio: 
of the framework of economic ex- 
pansion is in itself insufficient. It 
was not realised that in the unde! 
developed territories the same sym- 
bolism and goals of action whic! 
were taken for granted in the metro 
politan countries could not be 
relied on to supply the flesh and 
blood of individual action to clothe 
the skeletal framework — which 
“opened up” these areas. 

It was not an ace!dent that by and 
large it was the “ empty ” peripheral! 
areas (such as Australia, New Zea- 
land and the United States) where 
the most economic progress was 
achieved. Where there were large 
indigenous populations with a differ- 
ent social heritage, the provision of 
the Western framework did not by 
itself stimulate such economic de- 
velopment. 

Societies, like individuals, un- 
consciously project their own view 
of reality, their own problems and 
what they conceive to be the 
“solutions ” of them, on to others 
It is not surprising that just as the 
Western metropolitan powers in the 
nineteenth century thought that the 
problem of development of the peri- 
pheral areas would “solve”’ itself 
within the common framework, so 
now opinion has swung to the other 
extreme. It sees the problem of 
developing underdeveloped territor- 
ies as dependent mainly on the pro- 
vision of capital with which the 
governments of politically indepen- 
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ient Communities can pursue col- 

‘clive economic objectives as they 
ay decide. It assumes that this 
rocedure will lead to the same 
‘neficent consequences as are now 
frequently expected of it in the 
* advanced ” countries. 

Widening Gulf 
For many reasons, during the nine- 
teenth century there developed a 
crowing gulf between the objectives 
of foreign investment and the aspira- 
tions, or alleged aspirations, of the 
ndigenous peoples. That gulf was 
iot bridged, as had been implicitly 
assumed would be the case, by the 
mergence, in sufficient numbers, of 
i new indigenous entre- 
preneurs, professional and technical 
vorkers, etc., which it had been ex- 
pected would “ naturally’ become 
the bearers of “ economic advance ”’ 
in the image of Western social 
ideologies and symbolisms. 

It is precisely at this point that 
we meet with the basic dilemma 
facing the governments of under- 
leveloped territories and those in- 
ternational agencies concerned to 


P t 
class Ol} 


promote international economic 
development in them. For although 
the constructive forces of newly 


emergent nationalisms are very 
great, and engender new hope, new 
freedom, and new aspirations, they 
lo not remove the inevitable prob- 
lems and conflicts necessarily in- 
volved in all change. Thus the new 
independent governments of the 
peripheral regions of the Western 
world economy are basically con- 
fronted, vis a vis the people they 
eovern, with those same problems 
of inducing new forms of economic 
growth which the Western world 
failed adequately to solve. 

It is upon the shoulders of the 
new yvovernments that there now 
ein dhe Was Bad's eae 


their peoples to the fact that struc- 
tural and social change is inevitable 
if the burden of their poverty is to 
be eased; that the costs of change 
are heavy; that the capital therefore 
is scarce, and that the fruits of it 
are slow to ripen. It is, in my 
opinion, doubtfyl whether in this 
task these governments are assisted 
by current political and economic 
philosophies, which would make it 
appear that economic growth is not 
a decentralised process resting on 
the enterprise of the many, but one 
solely dependent upon the exercise 
of wisdom, foresight and power by 
the few. 

Development can be neither fore- 
seen, nor enforced, by any single 
will—be it the “ general will” or the 
will of a tyrant. It is but the process 
of evolving patterns of activity, un- 
folding in one direction, disappear- 
ing in another—as obstacles to it 
are either removed or cannot be 
surmounted, and as beliefs, apti- 


tudes, and hopes change. Foreign 
investment, like all investment, is 
but a part of that process. It con- 


sists in bringing into being new, 
socially acceptable, patterns of co- 
operant behuviour. To regard it 
merely in terms of the conflict of 
social or political will is to apply to 
it a category of thought in which 
it cannot be adequately expressed. 
Clumsy, Fitful Negotiations 

Thus there has been torn apart 
even the semblance of that common 
economic framework which gov- 
erned the world economy, at least 
in genera! and symbolic terms, until 
the end of the Second Wor!d War. 
In piace of the vast network of con- 
tinuous decentralised decision, and 
the mutual relationships of indivi- 
dual trust based on patiently gar- 
nered experience. we have the rela- 
tively clumsy and fitful negotiations 
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of parhaments and = go, 

Whose composition changes as 

rap.dly as their necessariiy incon- 
tent national objectives 

lt is symptomatic of the conflict 
of objectives that these are some- 
tmes so far removed trom any 
pecifle economic purpose that even 
‘e lenders are not always agreed 
why lending should be under.aken 
at all. In this connection it ‘s surely 
sgnificant that the discuss:on about 
ihe amount of capital wh:ch should 
be made available by the United 
States for underdeveloped countries 
has frequently been based not on the 
opportunities actually available for 
its economic wse but on alleged 
‘calculations ~ as to how much the 
United States economy sist “ in- 
vest” abroad (in the aggregate!) to 
‘maintain full employment, ex- 
port industries, etc., at home. 

It is equally sign.ficant that the 
borrowers frequentiy do not even 
attempt to base ther natonally 
expressed demands for capital on 
any common criter.a at al! but on 
1 vast range of political, social, and 
economic “needs” the relative im- 
portance of which it is difficult 
enough to assess within the coun- 
tries concerned, and we'l-nigh im- 
possible to evaluate beiween the 
national claimants themselves. 

It may well be that the increasing 
pressure of events resulting from 
this untenable situation will compel 
borrowing governments to realise 
that it is necessary, in their own 
self-defence against the more 
uiopian demands made upon them, 
to seek for institutional devices to 
ead the investment process back 
into more mundane channels, and 
that new international measures to 
safeguard and control decentralised 
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foreign investment within a new 
common framework of reference 
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will reczive suppert tn unexpect 


quarters 


Conclusions 

Injections of capital disrupt th 
existng but do not re-build new a 
continuing patterns of economic be 
hav:our. Such capital imports ma 
In certain cases only postpone the 
need for meet.:ng the real proble: 
of the economy as tong as the cap 
tal lasts. 

I can conceive of no more danger 
ous illus‘on at the present conjunc 
ture of world affairs than the faci! 
belief that we have “solved” th 
probiem of capital accumulation 
and that the probiem is now no! 
how to produce capital but to whon 
to give it. The truth ts that capita 
is relatively scarcer and “ time’ 
more pressing than perhaps ever be 
fore in the context of the world 
changes with which we are con 
fronted. The uncertainty engendered 
by the present internat‘onal disrup- 
tion and tension; the heavy demand 
on the worid’s resources for coping 
with the aftermath of two wor!d 
wars: and the cost of defence to 
ward off the third wor'd war, all 
reduce the relative amount of capi 
tal availab’e for continuous econo 
mic growth. 

The probiem is, indeed as it a! 
ways has been, how to “husband ” 
resources in the widest sense of the 
word. It is how to invest those 
limited supplies of the world’s cap! 
tal so as to ensure that the “ bor- 
rower” of it will put it to use in 
such directions as will most readily 
and in the relatively least period of 
time release new capital resources 
for coping with the problems arising 
out of the overall scarcity. 

The real problem confronting the 
* underdeveloped ” countries of the 
world is therefore not only how to 
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onomise in the use of foreign 
ipital, but how to utilise all capital 

the very social indigenous heri- 
age itself--to achieve new goals of 
social action with the least unneces- 
sary Or premature social disintegra- 
tion and disharmony. 

It is just here that international 
technical assistance” and similar 
acuvities assume fundamental im- 
portance. They are likely to be 
nost successful in so far as they are 
based on the realisation that what 
s involved is the grafting of the new 
on the oid, and in so far as they 
proceed with unequivocal emphasis 
on the dignity and rights of the indi- 
idual person and refuse to jettison 
vm in the pursuit of abstract goals 
But in order that such assistance 
programmes shou'd make an appre- 
table impact they must be seen, in 
the context of the history of all real 
‘colon'zation ”, as a long, arduous, 
and continuous task, to which men 
and women must be dedicated and 
trained by long experience, as in- 
deed many of the colonia! servants 
of Britain and other 
powers have been. 


a : 
CO.ONIiSINg 


Take Politics Out 

That requires the permanent re- 
cruitment of personnel, and the 
development of co-operative bonds 
ind institutions between the “ ad- 
vanced” and the underdeveloped 
countries on an objective — basis; 
freed from the momentary whims 
and vicissitudes of political exigen- 
cies. It requires that persons and 
nstitutions administering such pro- 
grammes should not be the mere 
creatures of the state. It requires, 
ndeed, that the programme shou'd 
not act merely through government 
yy government agencies at all. It 
hould be as widely based as pos- 
sible. so that new experimentation 
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in social and economic forms can 
cover an extensive range of continu- 
ous endeavour, be it in the field of 
private, state, or local government 
enterprise—in rural or in urban ac- 
tivities. But wherever such endea- 
vours may be, and whatever their 
forms, what will be perhaps the 
main factor making for success or 
failure will be the degree of contin- 
uity with which they will be 
endowed. 

What I am at pains to emphasise 
is that not only is the revival of pri- 
vate investment desirable, as is 
generally agreed, but that decisions 
by international agencies must them- 
selves increasingly be freed from 
political pressures which make eco- 
nomic criteria of investment impos- 
sible to apply, either before, or 
after, the investment decision is 
made. Investment involves a con- 
tinuing process of decision-making 

't involves enterpr se per se and it 
involves therefore the recognition of 
the need for a large variety of insti- 
tutions able to conduct it according 
to evolving international law or cus- 
tom, and free from interference as 
long as such law or custom is ad- 


hered to. Without the human 
agencies able to conduct continuous 
economic operations, unhampered 


by fiscal or other exactions foreign 
to their purpose, the growth of capi- 
tal in any form ts impossible; and 
foreign investment becomes a farce 
however much this may be camou- 
flaged. This is especially true of 
investment in “ underdeveloped ~ 
areas where the experience and apti- 
tude for modern enterprise and the 
fashioning of administrative devices 
for its social control are so recent. 

I believe that it prove 
very valuable if institutions like the 
International Bank were given the 
opportunity to develop agreed com- 


might 
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parative criteria of wor'd invesi- 
ment; criteria which would be 
recognised as taking the place of 
vague demands for action to further 


every conceivable national objec- 
tive; criteria which would be re- 
lated to specific purposes, and 
which would be applied contin- 
uously as a code of international 


conduct relating to the investment 
itself, and recognised by national 
governments as such 

If the forces of disintegration are 
to be checked at all, it is clear that 
an appreciation of the real nature 
of economic growth, and the fragile 
individual basis on which it rests, 
will be required by all concerned: 
by borrowers and lenders alike. It 
is perhaps time that, instead of the 
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whole 


resoive to better the worl 

and the illusion that there is mag 

in collective protestations of our wi! 
and power to do so, we should giv. 
new opportunities for objective in 
ternational co-operation to the 
unique diversity of experience of the 
men and women on whose indivi 
dual actions and social inventiveness 


civilisation, in the last resort, de 
pends 
Footnote: A limited number of 


copies of this essay are available for 
private distribution and for libraries 
in this country. They may be had 
on application to The Institute of 
Colonial Studies, 10 Keble Road 
Oxford. 


Gold and Dollar Assets of OEEC Countries 


($ Millions) 


Country 


Aus‘ma 22 
Belgium-Luxembourg O35 
Denmark $ 
France 734 
Germany 145 
Greece aT) 
Iceland 4 
lreland 32 
Italy 543 
Netherlands 
Norway 
Portugal 232 
Sweden 13 
Turkey 174 
United Kingdom Rs 
Subtotal 4.9 
* Adjustments 28 
otal (excl. Switzerland 
Switzerland 
Grand total 7,012 


+ Adjustments include unpublished official! gold h 


@ i. 


1949 


dings for France, Ne 


)50 1g 
Dec June Dec June De 
85 92 94 I 
O71 i 345 Ros 
67 7f) ty = 
740 737 5 ao Rx 
44 25 222 3 434 
3f 44 6 44 44 
. j y 3 3 
2 4 2h af of 
4 577 38 sf 
7 505 446 4 
1 o4 110 I 
234 28 257 282 3 
If4 Ih4 IH2 
f; 42 3, 300 186 2 
32 ¢ 230 ¢ 
37 04 165 220 154 
5,365 6,324 7.403 8,175 6.854 
2,021 2,154 2,023 1,960 1.9073 
7,380 5,479 ),42¢ 10,135 8.82 


therlands, Denmark, and Italy 


Increase after devaluation in 1949 up to miu-1951. The United Kingdom, 


the Sterling area’s banker, increased its holdings especially. 


tw 


United Kingdom. 


3. Nevertheless, the holdings have increased in Belgium, Portugal, Germany, 
It will be noted that Belgium, Portugal and Italy are 


Italy and Norway. 


Decrease generally in the period June-December, 1951, again especially the 


in surplus with the European Payments Union. 
4. Switzerland’s holdings consistently high. 


From Mutual Security Programme, First Report to Congress. Washington, U.S.A.. 
December 31, 


1952 
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(1) Rationing According to Use 


Restoration of confidence among savers is the prerequisite of a sound 
monetary policy; the erosion of money's value must stop 


The principal methods of credit 
ontrol are: — 
Interest rates. 
Quantitative control by 
reserve requirements. 
Open market operations. 
4. Legal requirements that banks 
hold) minimum proportions of 
deposits in government securities. 
Qualitative control by scrutinis- 
ing applications on a basis of 
announced priorities. 
l his excerpt covers only two aspects 
of control. 


! 


2] 


legal 


THERE are a number of weaknes- 
ses in a system of qualitative control. 
However scrupulously the banks fol- 
low the government or central bank 
directive, it is difficult even if every 
cheque the customer draws is scruti- 
nised, to control the purpose for 
which he actually uses the funds. In 
any case, even if the customer 
honestly uses the funds for purposes 
favourably regarded, this may result 
n mere “labelling,” since obtaining 
the credit may be for the purpose of 
releasing other funds over which the 
banking system has no control (e.g., 
retained profits)—these latter being 
used for purposes not approved for 
bank advances. No effective contro! 
s then achieved. 


Where there is competition be- 
tween banks, the refusal to accom- 
modate a customer may drive him 
away to another bank; therefore 
whilst a bank has funds and the cus- 
tomer is “ good,” the control may be 
weak. New borrowers and potential 
borrowers are therefore those that 
are primarily excluded. 

Even where the control works 
according to rule, credit rationing 
may mean that some borrowers will 
pitch their demands higher, econo- 
mising less than they would under 
flexible interest rates. Some oppor- 
tunities of cutting out marginal 
borrowers, or marginal borrowings, 
are missed. 

One delegate to the Rome Con- 
ference said that the British experi- 
ence of credit rationing according to 
use had resulted chiefly in reducing 
the loans for personal and profes- 
sional purposes, but there was a 
doubt whether the “spectrum” of 
eligibility for loans in industry had 
been successfully adhered to. The 
Netherlands and Sweden have dis- 
carded rationing, and have reverted 
to more rigorous methods of quanti- 
tative control. 

It is pointed out that the sectors 
where it is easiest to devise a “* spec- 
trum” of eligibility (e.g. consumer 
credit or hire purchase or house 


From “ Old and New Instruments of Credit Control,” by Vera Lutz, compiled from 


Reports submitted to the International Credit Conference in Rome, October 


pidlished in) Rancaria, 


Supplement to No 


1951. 


11, Rome, 1951 











mortgage) are also the sectors where 
Interest rates have the maximum 
effect. In others, where interest 


(2) Power of 

[he past year has been marked by 
the raising of interest rates in a con- 
siderable number of countries. And 
even in those countries where the 
philosophy of cheap money has died 
hardest, the view has begin to gain 
ground that the interest rate mechan- 
ism must again be brought into play. 

The view that not only must 
interest rates be raised but also 
anomalies in the rate structure musi 
be removed is supported by these 
considerations: (a) doubts whether 
qualitative contro! and budgetary 
policy are sufficient aione to stop 
inflation; (b) budgetary difficulties 
may be aggravated less by higher 
interest rates than by higher prices; 
(c) renewed awareness that the 
effects of the interest rate mechanism 
are many and varied 

The ways in which the rate 
mechanism works is summarised 
under the following four headings: 


1. Demand for Funds by Borrowers 
It has become fashionable to say 
that over a large part of an economy 
the rate of interest has little effect in 
restricting private demand for credit. 
But this view 1s now being ques- 
tioned, and Swiss bankers say that 
higher rates will lead to loan repay- 
merts and smaller demand for new 
loans. But in any case the effect on 
private demand of changes in 
interest rates may be of minor signi- 
ficance. 
2. Supply of Funds by Lenders 
This is more important. What 
matters is that the monetary authori- 
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effect 
a dithiculty 
applying qualitative controls 


rates have relatively small 


there is similarly 


Interest Rates 


ties shouid have direct and firm con 
trol over the volume of cash which 
they create. That is to say, it is the 
quantity of bank reserves created 
deliberately by the authorities, and 
or the cost and difficulty for the 
banks of obtaining  additiona! 
reserves that is important. 

In the past the cost of obtaining 
new bank reserves was the official 
rediscount or advance rate, and i 
some countries banks hesitated to 
rediscount or borrow from the cen- 
tral bank except in emergencies and 
for short periods. In others, the 
official rate has ceased to be effec- 
live, and the immediate cost. of 
acquiring additional cash ha: 
merely become the loss of income 
on government securities—an  in- 
come from a fixed yield so low as 
to be no deterrent to their sale or 
failure to renew them on redemp- 
tion, when customers are pressing 
for advances. 

Moreover, the habit of regarding 
the central bank as lender of last 
resort has declined in favour of 
regarding it as a source of new cash 
on tap. There is also a widespread 
tendency on the part of business to 
consider that it has some inalienable 
right to credit. The notion also 
(which grew up at the time of the 
Banking - versus - Currency contro- 


versy of the 19th Century) that credit 
expansion is harmless so long as it 
corresponds to the “ needs of trade ” 
still prevails. 

The essential point made by many 
delegates was that 


bank credit 
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iould cease to be available in un- 
mited quantities unless and until 
he central authority deliberately 
‘ishes to increase the supply of 
joney. It is in this context that 
nterest rates are at their most signi- 
ficant, coupled if necessary by open 
market operations. And here we are 
reminded that rises in interest rates 
on customers’ advances is only one 
way of tightening credit—the banks 
can also require more or better types 
f collateral, decrease the maturity 
f loans, and (as in the U.S.) require 
borrowers to maintain deposit 
balances to a certain proportion of 
loans granted, the proportion 
nereasing as credit tightens. 

Indian bankers at the Rome Con- 
ference made the point that in 
economies where banking habits are 
spreading to larger sections of the 
public, the commercial banks are 
ontinually acquiring additional re- 
erves from this source; there may 
exist here a special problem of per- 
fecting or strengthening the instru- 
ments of credit control—since the 
‘supply ” of deposits (and therefore 
reserves) may be more elastic to 
rates, than the demand for loans at 
those rates. 

3. The Rate Structure 

It must be remembered that the 
money market does not consist of a 
number of watertight compartments 
and their correspondingly watertight 
rates; it is a series of inter-communi- 
ating sectors both on the borrowing 
ind the lending side. For various 
oxperinients have been made _ in 
recent years trying to separate one 
market from another by fixing cer- 
tain rates low and allowing others to 
rise. 

The conclusion drawn by experi- 
ence is that such a policy cannot 
ucceed unless severe restrictions are 
placed on the rights of holders of 


government securities to sell them. 
The banks may be legally required 
to maintain their gilt-edged holdings, 
but this does not control the non- 
banking institutions and the general 
public. If the last two sectors hold 
large amounts of these securities, the 
government in order to make its 
policy good must either support 
prices, or freeze holdings throughout 
the economy. Even this would fail, 
because then new issues would not 
be taken up—the last resort being a 
forced subscription, as in some Iron 
Curtain countries. 

One way of keeping down the 
rates which a government has to pay 
in order to borrow from institutions 
and public alike, is to restore the 
faith of private savers in the con- 
quering of inflation. 

4. The Promotion of Saving 

In many countries, following the 
experience of inflation, currency re- 
forms, etc.. investment by the public 
in long-term securities has been 
especially difficult to revive. Unless 
the rates of interest on such securi- 
ties are very high, savers will prefer 
assets like savings deposits that can 
be easily mobilised for conversion 
into goods at a moment’s notice. 

This has had the effect of making 
industrial borrowers more dependent 
than formerly on the banks for 
medium and long term accommoda- 
tion. Dividend and interest rate 
“ stops ” have aggravated this situa- 
tion in some countries. In Germany, 
the fixing of long and medium rates 
too low, together with high taxation 
on business earnings, has almost 
destroyed the long-term security 
market. It has become almost im- 
possible for industrialists to raise 
funds on the issue market to repay 
bank loans. Hence the banks have 
to scrutinise their loan operations 
with great care if they want to avo'd 








IAD 


becoming 


large 


long-term lenders on a 
scale. 


Pankers’ Attitude to Laflation 

Experience shows that the effect 
of inflation on the commercial banks 
is generally an adverse one. It is true 
ihat business enterprises, if they 
have a substantial debtor position, 
gain through the reduction of the 
real value of their debt relative to 
the real value of their assets. But 
banks do not gain in the same way 

they do not normally invest in 
equities or directly in real 
The real value of the proprietor’s 
capital and reserves declines 

In some countries (notably Bel- 
gium and Italy) the rise in the banks’ 
nominal deposits has failed to keep 
pace with other economic indices; 
the real value of their deposit busi- 
ness has declined. Since the public 
tends to hold a larger ratio of cash 


assets. 


c 
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New 


Face o 


InN 1951, the increase in the 
money supply in Canada was al- 
most halted. However, the change in 
monetary policy was not the sole or 
perhaps even the principa! cause of 
this welcome development. The 
passing of the buying wave and the 
subsequent easing in commodity 
markets reduced the demand for 
bank loans. The specific credit 
restrictions and the efforts of the 
banks, at the request of the central 
bank, to keep the total of their com- 
mercial loans from rising worked in 
the same direction. 

Moreover, the tax increases and 
the considerable budget surplus re- 


From Montlily Review 
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to deposits in inflation, the relatiy 
importance of commercial bankir 
is reduced. In almost ail countric 


the banks have had difficulty 
making earnings keep pace wit! 


rising costs. 

The general conclus:on reached 
the Reports of delegates to the 
Rome Conference was that the 
checking of inflation implies the 
acceptance of certain limitations o1 
responsibilities by various element 
in the economy: 

1. Business cannot 
limited access to credit. 

2. Banks cannot expect unlimited 
access to central bank credit. 


Governments cannot expect to 


expect un- 


finance their borrowing on ultra 
cheap terms. 

4. Central Banks must accept 
responsibility for seeing that the 


supply of cash is kept within neces- 
sary limits 


Banking Policy 
a 
duced inflationary pressures and 


helped to absorb the large sales of 
government bonds by the public. 

An inflow of U.S. capital, this 
time of a more even and less specu- 
lative character, helped to finance 
the very heavy expenditures on capi- 
tal expansion and the closely related 
imports of capital equipment. Un- 
like the inflow of 1950, the capital 
movement in 1951 added very little 
to exchange reserves and was ac- 
companied by a quite heavy trading 
deficit with the United States. It 
therefore did not require any sub- 
stantial additional financing in 
Canadian dollars. 


Nova Scotia, March-April, 1952 
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But, though there were other im- 
portant factors relieving the pressure 
n the Canadian money supply in 
1951, there can be no doubt that the 
trend toward more flexible interest 
rates is of fundamental significance. 
It is the backbone of the tighter 
credit policy, for it is very doubtful 
vhether the more direct methods of 
‘edit restraint would have been ef- 
fective had the community still been 
ible to add to the money supply by 
onverting government bonds into 

ish without loss. 

From an immediate point of view, 
the change reflects the additional 
demands of defence which give rise 
to the prospect that the years of sub- 
tantial budgetary surpluses may be 
lrawing to a close. It also reflects 
the fact that taxation of many kinds 
s already at a level where further 
nereases appear to be of diminish- 
ing effectiveness in combatting infla- 
tion, both because of their influence 
on incentives and because they tend 
to be offset by advances in incomes 
and prices. 


We're not so Mature 

From a broader point of view, the 
change in monetary policy may indi- 
cate a more basic change in think- 
ng. The view which has so widely 
influenced monetary policy, that the 
savings of the community tend to 
exceed the amount of new physical 
nvestment, is increasingly ques- 
tioned; and there is little in recent 
experience to support the idea on 
which this view is based —that the 
economies of the western world are 
“mature,” that the days of major 
expansion are past. 

After all. this view gained its 
widespread acceptance in the ‘thir- 
ties and the facts in that unhappy 
decade certainly supported it. But 


the exper'ence of the postwar rey od 


has been the reverse. Not only in 
Canada but throughout the western 
world, savings have fallen seriously 
short of the needs of investment. It 
is true that the rate of saving in 
Canada and the United States has 
recently increased notably. 

It is doubtful, however, if even 
the current high rate of saving is out 
of line with the very heavy invest- 
ment expenditures which are going 
forward and there is as yet no as- 
surance whatever that saving will 
continue at the recent rate. Indeed, 
North America is still in the reaction 
from a buying wave and there is a 
good deal to suggest that at least 
part of the increase in saving may 
be of a temporary nature. 

In any case, there has been a 
notable movement away from cheap 
money toward more flexible interest 
rate policies in this country and also 
in the United The last few 
months have seen a sudden and 
striking return to monetary ortho- 
doxy in Great Britain. The fact that 
effective control of the money supply 
iS inconsistent with cheap money or, 
to put it more plainly, with policies 
which permit the public to turn the 
national debt into cash at will, is 
now recognised. 

Higher interest rates tend to dis- 
suade certain types of bond-holders 
from selling because of the realised 
capital loss which would be in- 
volved. They work to check the 
movement of money out of fixed 
interest-bearing securities into equi- 
ties and physical assets, a movement 
which was becoming disturbingly 
widespread not long ago. They also 
work to reduce the attractiveness of 
certain types of capital expenditures, 
both by increasing costs and by 
making money less avatlable for 
marginal undertakings. 

Given time, they may gradually 


States. 
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induce more saving. In any event, 
they do work in a variety of ways in 
the direction of restoring a balance 
between saving and investment, thus 
helping to check inflationary tenden- 
cies. 

This is not to suggest that the 
movement toward more flexib'e in- 
terest rate policies offers an assured 
or easy solution to the problems of 
maintaining economic stability. In- 
deed, the effectiveness of monetary 
policy depends on whether it is in 
tune with other national economic 
policies and objectives. It cannot 
operate effectively in the face of 
conflicting or unrelated policies con- 
cerning the national budget, taxa- 
tion, interest rates or the exchange 
rate. 

Moreover, it must be recognised 
that a policy of moneciary resiraint ts 


FOOD P 


Mr. Ira Mo- rer, 


cXx-president of 





DIGLST 


diflicult to pursue and tends to bi 
anything bui popular, for it is bound 
to restrict plans and activities it 
various parts of the economic struc- 
ture. In addition, as a weapon of 
restraint, monetary policy encounter 
the further objection that it is a 
biunt instrument and impersonal in 
its Working. 


But, if it is impersonal, recognis- 
ing no other priorities than the judg- 
ment of the market, it is also an 
effective way to ration the supply of 
money. And such rationing is a task 
which, as recent experience so 
strongly suggests, governments seem 
unable to perform without permit- 
ting marked increases in the money 
supply or without interfering very 
seriously with the operation of a free 
economy. 


OBLELM 


the National Association of Manu- 


facturers of America, and a memter of the Anglo-American Productivity 
Council, told this story during his visit to tondon for the winding up of 
the Council. He was talking to members of the Economic Research Council, 
and wanted to disarm their fears that he would quote at length from the 


forty-seven reporis of the Productivity 


on the table: 


A preacher visiting a church tn 


Texas was disconcerted to find that 


Council that stood like a mountain 


he had a congregation of jusi one man. What should he do about it? He 


decided to ask the congreg:tion 
asked the congrega: 


: So he went down through the aisle and 
on whether he should go through with the service. 


Said the congregation: ** Waal. I'm only a no-account cowman. But I 


reckon that if I took a load of hay 
found there only one beast, I'd feed 


starve.” 


into a field to feed the herd, and I 


that one Feast. I wouldn't let him 


The moral was clear; the preacher went into the pulpit and went 


through the whole service, including 


a forty-minute sermon. At the end, 


he went down to ask the congregation how he had enjoyed it. 

The congregation told him: * Waal, I told you that if I took a load of 
hay to feed a herd and found only one beast, Pd feed that one beast. But 
say, preacher, | wouldn't give him the whole load.” 
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Points from U.N. World Economic Report 


Increase in total world production in 1951 exceeded increase in military 


goods production; but progress by individual regions is patchy 


More goods than ever: The world 
produced more goods in 1951 than 
in any previous year (industrial pro- 
duction increased by 12 per cent) 
and although military production 
increased, there were more civilian 
goods available. 


* 


Private enterprise economies: The 
rate of growth of industrial produc- 
tion slowed down during the second 
half of 1951 and the early part of 
1952. The output of consumer goods 
dropped, owing to slackening of 
consumer demand. 


* 


Centrally planned economies: \n- 
creases in industrial production 
were generally in line with economic 
plans. The rapid pace of industriali- 
sation in some planned economies 
coupled with poor harvests led to 
pressure on food supplies, and 
rationing. In Russia, the rise in 
supply of consumer goods made it 
possible to reduce consumer prices 


* 


Under-developed countries: 
Throughout the post-war period 
there has been little or no industrial 
progress. In the year surveyed in 
this report, increases in industrial 
production Were relatively small. 

The under-developed countries’ 
fears that rearmament would pre- 


From World Economic Report, 1950-51, 


vent them from procuring capital 
goods from the industrialised coun- 
tries proved groundless during 1951. 
The fact is that many of these coun- 
tries were unable to absorb all the 
capital goods that they could have 
imported and paid for, because their 
development plans had not advanced 
to the point where they could deter- 
mine precisely what equipment they 
wanted and when. 

By the end of 1951, moreover, the 
problem for under-developed coun- 
tries was shifting; their new problem 
was the adequacy of their foreign 
exchange reserves. Owing to the 
slackening of demand for their ex- 
ports, some of these countries are no 
longer in as favourable a position as 
they were to import capital goods. 
This illustrates the continuing vul- 
nerability of the under-developed 
countries to fluctuations in_ inter- 
national commodity markets. 


* 


Of major importance, finally, is 
the fact that the recent spurt of pro- 
duction in the industrially-developed 
countries has served further to 
widen the production gap to be 
bridged by the under-developed 
countries. The fears in 1950 that 
there were technical obstacles to ex- 
panded production in the industrial- 
ised countries were rapidly overcome 
in 1951, and are of diminishing con- 
cern in 1952. There is, indeed, evi- 


United Nations, New York, April, 1952 


(Document E/2193) 
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developed countries, to elaborate 


techniques for staouising de- 


new Li § 
and prices in international 


mand 


trade in raw materials —or to intro- 
duce other arrangements that would 
enable the industrialised countries t 
increase the supply of machinery 


yinmmMent mnder-developed 
and equipment to under-deveioped 


countries so as to enable them to 
develop their abundant latura 
resources as well as to meet the 
temand of their trading partners 


Japan to the Fore: At the top of 
the list of countries which have ex- 
panded their inc production 
during 1951 is Japan; her in 


over the year is some 


crease 
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Romania 
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Real were maintained or 


: ' ret ] >» 
Most mdustr ALIS? C 


Wdaves 


countries of the world. The main 
reasons for this were increases in 
productivity, improvements in agri- 
cultural supplies in some countries 
(especially in France), and increases 
in money wages which counteracted 


the influence of the rise in import 
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China Puts on Pressure: In the 
centrally planned economy of China 
the nationalisation of industry and 
accelerated during 1951 
the government owned and 
about a half of the tota 


industrial capacity, and 
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ompanies 


The trend of investment policy 
was to emphasise the development 


of consumer goods industries, and 
also to develop irrigation, power and 
military works 

Land redistribution 
accelerated; by the spring of 


agrarian had 


was also 
195] 
been carried 
out in areas with a rural populatior 
of 285 million, or over two-thirds of 
the total 


reform 
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1952. A large proportion of ¢ 
population has thus become inde 
pendent peasants. 
pool and 
other production facilities have beei 
formed according to official 
reports the majority of peasant 
farmers have joined these, particu- 


larly in the northern regions. 
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rantity in 19S} to only about 70 to) and 1951. This reflected not only 
per cent of what it had been in the general rise in output but a8 
48. and to about half of the Hn the growth of a greater degree of 
level Exports to Eastern eae sation and common economic 
rope of machinery, metals, cotton, planning among the countries. The 
“i ‘ie, rubber and wool were substan- | SS. R. was the leading source for 
ws ly reduced (rubber exports de- the raw material and the capital 
i ined from 117,000 tons in 1948 to goods trade which made up the 
6,000 tons in 1951). At the same majority of deals, but she also im- 
me, the CO) ntinuing low ley | of ported capital pe ods from Czecho- 
ike Western European imports of coal, slovakia and Eastern Germany. 
“A oe and umber from Eastern During 1951, the trade of China 
ne Europe Was accompanied Dy a CON- Was increasingly orientated towards 
5| iderable expans:on in imports of the othe centrally-planned econo- 
hese goods from North America. Ss sitmal so 
r fee aie” eee cc ala and raw materials and capital 
tia Sica ceieceeat dd, ie See ae set goods replaced consumer goods as 
Vial mie ies Sey ee’ |§ 6 aie nee nee 
oubled in quantity between 1948 
pe 
. ] . ~ 
Free Market in Gold 
| Phe course of prices of gold on the open and clandestine markets indicates 
itd that even this insurance against inflation is no better than 
ind 70 per cent efficient 
Mid THE PRICI : gold in 1951 on the If we take the index of family 
ree market in Paris was around the — living-costs in 1949 and compare 
‘leo 5S0-franes to ‘the gramme mark over them with costs in 1951, the parallel 
S nost of the year. Phere was a price of gold indicates that it has 
‘ied light rise towards the end of the lost at least 30 per cent of its pur- 
ion sar, after the Internatio: al Mone- chasing power in this shorter period. 
sof iry Fund had agreed that produc- Investments in non-monetary gold 
tr ng countries might allow a part of have been bad ones. . 
‘| output to be sold freely. But 
iI tical crises have had perhaps the A steep rise in private hoarding 
Ui eater effec f go! dicated. The net con- 
le When put alongside the cost of sumption of gold in industry for 
ic living, therefore, gold does not stand = 1951 is estimated at 13.3 million fine 
ind ip to its traditional “safety.” Taking ounces, but about 5 million ounces 
in index of 34 articles which enter are believed to have found their way 
cial nto the cost of living from 1938 to nto private heards in the West 
sant December, 1951, the rise in prices The Far East and Middle East 
ICu- as been of the order of twenty  absorpt’on of gold for hoarding is 
rance. The price of gold ¢: it another 5 million 
is risen only to fifteen t hat yun S old production in 
f 1938. Since 1938, go'd ha 1951 was only 25.7 million ounces 
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Looking Beyond Present U.K. Textile Troubles 


More than 100,000 people have be- 
come unemployed as a result of the 
crisis which has engulfed Lancashire 
and other centres of the textile in- 
dustry in Britain. 

A slackening in home demand. 
which normally takes up to 70% of 
the British textile output, as well as 
a worsening of the export position, 
are responsible for this alarming 
development in an important sector 
of the British economy. 

What is to be done about it? This 
question is agitating not only those 
immediately affected, but large sec- 
tions of the public who see in the 
return to unemployment anywhere 
the beginning of a gencral slump and 
a return to the bad old days. 

Some Labour people, remember- 
ing the under-consumption theory of 
capitalism, which at one time pro- 
vided the clue to soc‘alist economic 
policies, are quick to suggest the 
simple and popular remedy of put- 
ting more purchasing power into the 
hands of consumers at home. But 
they fail to explain how they expect 
a general increase in purchasing 
power to flow precisely in the 
desired direction. In any case, the 
effects of such a policy in promoting 
inflation would offset its possibly 
limited advantages. 


Rat'onalisation? 

Again, the widely advocated re- 
duction in purchase tax on textile 
goods can hardly be more than a 
palliative, since so many are utility 
and free from purchase tax anyhow. 


From “What is to he Done About 


Modernisation and rationalisation 
of the industry is another proposal 
which is being canvassed. Cheaper 
production, it is suggested, would 
help to ease our export difficulties. 
But whilst there ts room for im- 
provements in this line, they would 
certainly not provide a solution to 
the export problem of the teatile 
industry. 

For they would not alter the basic 
fact that more and more countries, 
once customers or potential custo- 
mers of Britain, have ste ‘ted their 
own textile industries, and = are 
extremely anxious to devslop them 
Moreover, it is predom:nantly the 
cheaper goods that are in demand 
on whatever new markets are open, 
and this country specialises in high 
quality goods. Countries such as 
India and Japan are infinitely better 
suited to supply this demand. 

There is no reason why home 
demand should not eventually 
recover, since the cause of the slump 
seems so largely due to overstocking 
during the months following the out- 
break of the war in Korea. Indeed, 
it is the international trade problems, 
rather than the home situation, 
which call for the hardest thinking. 

What is needed is a long-term 
solution taking into account the 
changes in Britain’s trading position 
in the world. A permanent shrinkage 
of overseas demand for textiles may 
have to be faced involving the need 
for some contraction — unless the 
alternative of state subsidies is 
adopted. At the same time, those 


Textiles?” Socialist Commentary, 


London, May, 1952 
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ndustries in which our export future 
ies—particularly metals and engin- 
‘ering -must be extended. 

Such a policy is not unacceptable 


on principle to 


Socialists. Full 
employment does not imply that all 
industries must be maintained in 
their status quo for all time. 


Crisis in Cotton — Everywhere 


France: The French cotton industry con- 
siders that Europeans must continue to 
discriminate against the Japanese in the 
nonetary areas under their control 
Japanese costs are not comparable with 
the European, they say. 

Traditionally, only 4 or 5 per cent of 
french cotton is sold abroad, but over a 
quarter of this goes to the French Union 
So the present crisis is largely domestic 
nd colonial. The cause. say the indust- 
rialists. is largely the overstocking which 
followed the government’s low-tariff and 

beralisation policies since 1949. Imports 
of cotton cloth into France have grown 
wenty times and more since 1947; Italian 
ind Japanese competition is especially 
keen in the Union... Manchester Guard 
nt, May 2, 1952. 


Japan: On February 25, the Japanese 
Ministry of International Trade and 
Industry recommended that mills reduce 
their spindle activity by 40 per cent to 
compensate for previous over-production 
The severity and universality of th 
slackening of trade. and the urgency of 
Japan’s need to resume production and 
exports at at least last vear’s level. have 
produced many meetings of “ ways and 
means’ committees in the industry. 
The Times Review of Industry, May 
1952. 


Levpt: Wild fluctuations took place in 
the Egyptian cotton market during 1951; 
1 sharp decline towards the end of the 
year led the Government to set minimum 
prices and buy up about 125 million Ibs. 
of cotton. Later prices were allowed to 
fluctuate -Fetween narrow limits. Egypt 
depends on cotton for the great part ot 
its. foreign exchange income: cotton 
stocks have piled up until the Govern- 
ment is at its wit’s end to find customers. 
Russia has concluded a barter agreement 
whercty she sends 200,000 tons of wheat 
in exchange for 50 million Ibs. of cotton. 
Britain’s purchases of Egyptian cotton 
have dropped by 75 per cent. and only 


France and the U.S.A. are keeping up 
customary demand Fl 
March 28, 1952 


{hram, Cairo, 


Argentina: Britain has been for several 
months almost at the bottom of the list 
of countries supplying textiles to Argen- 
tina This situation is particularly dis- 
appointing since the Anglo-Argentine 
Trade Protocol, which in an unpublished 
clause made provision for Argentina to 
take a certain quantity of British textiles, 
was signed nearly a year ago, and no per- 
mits have vet been granted. 

The delay cannot be explained entirely 
by shortage of foreign currency or by 
general policy because much more 
favourable treatment has been accorded 
to Britain’s competitors. The U.S.A., for 
nstance, which has no bilateral agree- 
ment with Argentina, last month held 
third place in the list of textile suppliers. 
Phe situation is clearly not due to a lack 
of demand on the part of Argentine 
consumers. Fortnightly Review, Bank of 


} ; . j } 
London and South tymerica, London, 


March 22. 1952 
Cuncda: The most vigorous campaign 
for increased protection is now. being 


waged by the textile industries of Canada 
fraders are continually calling attention 
to their depressed plight as the result of 
steadily increasing foreign competition 
Some mills have teen forced to close 
down and others are only keeping open 
for Government orders for armed forces’ 
clothing 

The Canadian textile industry, which 
had 104.000 workers in April. 1951. has 
now 10 per cent less. The value of im- 
ports of textiles rose one-third during 
1951 Unfair competition from. British 
rivals is alleged. The preterential rate of 
134 per cent on British woollens ts de 


nounced as a “monstrous tnjustice.” 
Vanchester Guardian, March 24, 1952 
Sivcden: The namter of textile workers 
has fallen by 7 per cent since mid-1951. 
1 
i 


and some 11.000 operatives are expected 
to be on shon time in the coming 
months. Local mills produce akout 80 
per cent of Sweden’s textile consumption 

Swedish Textile Industries Association, 
Varch 28, 1952 
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r Commodity-Price Stabilization 


by L. Sr. CLARE GRONDONA 


THe first slump after 1918 was in 
1921, when average prices of basic 
products dropped 40°45 below those 
of 1920. Yet, though it is six years 
since the second worid war, prices of 
basics are still bewilderingly high. 
That they have been so maintained 
has been due for the most part to 
the operation of Marshall aid, to 
American strategic stock-piling and 
commodity price support scheines, 
to Governmental interference in in- 
ternal and international trade and to 
inflation arising from rearmament. 
Such artificial factors cannot be 
sustained indefinitely and the danger 
is that a future break in prices may 
become precipitate, with markets 
proving to be bottomless pits, as in 
1921 and in the 1930’s. While sub- 
stantial price reductions are long 
overdue, no one in his senses wants 
to see them sink to slump levels. 
The system epitomised here is 
designed — primarily —to effect a 
form of insurance against any recur- 
rence of such trade depressions as 
marred the inter-war years, and 
secondly and conditionally—to pro- 
vide for the future automatic stabili- 
sation of prices of standard basics 
within predetermined ranges of fluc- 
tuations; thereby to lay down a firm 
foundation for the whole superstruc- 
ture of industry and commerce. 


A Stabilising Corporation 

The proposal is to establish a 
British Price Stabilising Corporation 
to be in readiness to operate if and 
immediately the occasion arose. 


Address to Economit 


From 


[here is no doubt that other great 
trading nations would set up similar 
bodies each financed and adminis 
tered from within, yet all operating 
to a common = principle—so as 
gradually to achieve automatic inter- 
nal and international price harmony 
for standard basic products with 
corresponding ultimate stability in 
foreign exchange rates. 

The British Corporation would be 
a statutory body aloof from political 
or departmental interference, whose 
constitution and methods of opera- 
tion would be such that it could 
never act for or on behalf of either 
the Government or of any sectional 
interests. A compact body, its first 
duty would be to determine a set of 
correlated basic price indices. An 
“index” (in this sense a datum 
price) would be allotted to each pro- 
duct within its scope, which would 
embrace the chief — industrial 
minerals, textile raw materials, the 
principal grains, sugar, rubber, tim- 
bers, etc. Certain early stage manu- 
factures which are standard raw 
materials for the fabricating indust- 
ries should also be tnciuded. 

With few, if any, exceptions each 
“basic index” would be substan- 
tially below 1952 prices, but far 
above those which ruled during 
inter-war depressions. Thus the 1952 
cost of some metal might be £200 a 
ton for which the 1938 price has 
been £50, but which, in 1931, had 
been down to £28 a ton—-which is 
true of copper. Solely for illustra- 
tion, the “copper index” might be 


Research Council, London 
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et at £100 a ton. The “tin index ” 
would be proportionately higher and 
that for lead correspondingly lower 
on the bases of past relativity of 
market values averaged over a long 
term, always with due regard to the 
development of competitive  syn- 
thetics and other relevant factors. 


These indices would be published 
and the Corporation would stand 
ready to buy any indexed product 
(on delivery to one of its reception 
depots at, say, 109 below the in- 
dexed price of that product. If and 
when it had acquired stocks by that 
means, but by no other, it would 
hold that product and not sell it 
except on demand, and then only at 
10% above its indexed price. All 
products brought within the system 
would thus be valorised, the Cor- 
poration’s guaranteed buying and 
conditional selling prices being 
known as commodity “ points” 
“wheat points,” “copper points,” 
ete. 


Finance would be provided by the 
issue as required, of Stabilising 
Bonds carrying a Treasury guaran- 
tee (subject to clearly defined condi- 
tions)—-this for reasons of prestige 
rather than of necessity. The amount 
of money required would not put 
upon public economy any strain 
which was not easily supportable. 
Costings and technical storage prob- 
lems have been worked out in con- 
sultation with recognised competent 
authorities and the results have been 
proved extremely satisfactory. 


This Corporation would pay—-and 
accept payment—only in_ sterling; 
and only prescribed minimum quan- 
tities would be accepted or sold by 
the Corporation (for example, the 
minimum for wheat might be 1,000 
tons). Vendors would have to deliver 
into its depots at their own cost, and 


(later) purchasers would have to 
meet all collection charges from such 
depots. 


Floor for Markets 


Having made its pronouncements 
the Corporation would subside into 
the background and would be called 
upon to buy only when some basic 
industry was threatened with bad 
times, because its buying price 
would never be designed to be profit- 
able but merely to be an insurance 
against unexpected or substantial 
loss. But there would be a floor in 
the market at the Corporation’s buy- 
ing level; and, when embarrassing 
surpluses (probably temporary) had 
been taken off the market, commer- 
cial prices would be free to rise to 
the higher commodity point — 
namely, to the figure at which the 
Corporation (then holding stocks) 
would sell on demand. 


The index for each product would 
be subject to adjustment in inverse 
ratio to stipulated accumuiations. 
Thus the Corporation would an- 
nounce at the outset that if it 
accumulated, say, 50,000 tons of 
copper—to be known as a “ block” 

there would be an automatic drop 
in the copper index, and “ copper 
points ” of, say, 594. Further auto- 
matic reductions, each of 5% (of the 
initial index), would follow any sub- 
sequent intake of a further “ block ” 
of 50,000 tons. 


The Corporation would buy and 
sell without national or other dis- 
crimination. Its depdts for dutiable 
goods would all be Bonded Stores. 
It would publish frequent statements 
showing the volumes of goods held 
a valuable guide to 
producers, to investors, and to user- 
industries. For some time these 
statements would be “nil” returns 


in its reserve 








for all products, and they might con- 
tinue for indefinite per.cds to be 
“nil” returns in respect of many 
commodities. This wou!d not mean 
that the Corporation had failed in 
its prime purpose. One does not 
regard a fire insurance poiicy as a 
failure because one’s house !s not 
burnt down. 

A most important feature of the 
system is that the Corporat'‘on wou!d 
stand ready not only to buy but to 
accept the custody of any valorised 
product on payment of a rental rep- 
resenting net cost of space occupied. 
Goods so deposited, either by pro- 
ducers or by user-industries, would 
become gilt-edged securities for 
bank advances up to (nearly) the 
figure at which such products could 
be sold to the Corporation at any 
time. But if the market price for 
deposited goods rose (at any time) 
to the level at which the Corporation 

if it owned such goods —would 
sell on demand, the owner would be 
required to clear his stocks within a 
specified period and, if he did not do 
so, the Corporation wou'd take them 
over at its then current buying price, 
when they would be available to the 
first-comer at its then current selling 
price. 

Only in very exceptional circum- 
stances would the Corporation be 
called on to buy any product; and it 
would never “ enter the market.” Its 
constant readiness to operate if the 
occasion arose would per se have an 
unprecedented stabilising influence, 
and probably over 99° of the 
world’s trade would proceed in an 
orderly manner in normal commer- 
cial channels. 


The classic example of valorisa- 
tion was provided by gold, the price 
of which did not vary by more than 
14d. per ounce for over sixty years, 
and its price was correspondingly 
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stabilised ia other currencies. The 
basic principles of the system now 
advocated are similar to those o1 
Which goid was valorised —though 
with marked differences in detatied 
appiicatcon. 

On the assumption that other 
great nations adopied the system, in 
principle, the French Stabilising Cor- 
porat.on wou'd pay and accept pay- 
ment only in frances, the American 
n dowars, and so on. There could 
never be competition between the 
national corporations, as each would 
be an entirely passive organisation 
which never entered the market as 
either buyer or seller. It would not 
be necessary that every nation 
should have its Corporation nor 
that those which adopted the system 
should ali valorise the same commo- 
dities. Some might valorise ten pro- 
ducts, others fifty. Nor would it be 
essential that there should be the 
same margins between any products 
“points” under different Corpora- 
tions’ administrations. The sizes of 
“blocks” would clearly differ widely 
as between various nations; but the 
“yard stick” of index adjustments 
shou:d always have been published 
in advance by each Corporation. 

Commercial trading, internal and 
international, wou'd continue to be 
competitive and on the usual basis 
of currency exchange. But the 
probability is that, for all their pas- 
sivity, many of the nationa! corpora- 
tions would ultimately acquire 
stocks of basic products, and this 
would mean that the currencies of 
such nations would then have a 
backing in terms of real wealth. The 
ultimate result would be that ex- 
change rates, freed from controls, 
would then be unlikely to fluctuate 
beyond the range of possible fluctua- 
tion in prices of basic products. And 
multilateral trade would be facili- 
tated to the utmost. 
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Oil Revenues — Middle East’s Point Four 


WITH ITS new oil wealth, the Middle 
East may no longer be regarded as 
chronically poor. If, down the 
years, it were possible to apply in 
the right way only a part of the 
future oil revenues of the separate 
countries for regional relief and 
development, some of the problems 
of poverty and the wide disparities 
of wealth might be quickly over- 
come. 

But traditional rivalries, national- 
ism and sectionalism, and conflict- 
ing economic interest present for- 
midable obstacles to mutual help of 
this kind. Meanwhile the Middle 
East countries Persia standing 
sulkily aside—are no longer faced 
with getting revenue. Their problem 
is how to use revenues wisely. Their 
greatest need is to create the neces- 
sary administrative machinery and 
the right financial mechanisms. Un- 
less they do this, their recurrent rich 
oil harvests may prove to be some- 
thing of a burden. 


Arabia: Saudi Arabia and some 
of the Sheikdoms (notably Bahrein 
and Kuwait) have come to depend 
almost entirely on the oilfields for 
government revenue and __ social 
capital. Production of oil in Saudi 
Arabia averaged over 760,000 
barrels a day in 1951. The head- 
quarters of the Arabian Oil Com- 
pany has been moved from New 
York to Dhahran. Ibn Saud _ is 
using the revenues to extend the 
railways of the country and to 
launch a series of ambitious projects 
to raise living standards. 


From Petroleum Preis Service, 


Kuwait’s sheik, ruler of less than 
200,000 people, is receiving an in- 
come from the local oil company 
that amounts to £60 million per 
annum. Until a few years ago, 
Kuwait lived by herding on scanty 
desert pasture, by precarious pearl- 
diving, and by boat-building and 
trading around the Persian Gulf and 
Indian Ocean. 

Development has gone ahead so 
quickly in the last year that the loss 
of Persian oil has been entirely 
counterbalanced. The fear now ex- 
pressed is—-supposing Persia finds 
the formula to start production 
again, there may be a surplus which 
will not easily be taken up. Abadan 
is still the largest refinery in the 
world. 


Iray: The Iraqi Government has 
ratified an oil agreement with the 
Iraq Petroleum Company (an inter- 
national body with French, Dutch, 
British, American and independent 
shareholders) on a fifty-fifty profit- 
sharing basis. Iraq is promised £59 
million annually under this agree- 
ment, and this will be devoted to the 
vexed problem of flood control. In 
1951 production of oil was running 
at the level of 8.000.000 tons a year; 
in 1952 production is expected to be 
of the order of 16,000,000 tons. 

Iraq is economically backward in 
the extreme, and has been politically 
unstable. It is hoped that oil 
revenues will help to improve the lot 
of the farmer and remove the causes 
of complaint that have been fanned 
by admirers of Persia. 


London, January-April, 1952 








Oil production in Iraq has been 
held back until recently by the lack 
of sullicient pipelines to the coast of 
Palestine. Political considerations 
and the impact of the World War 
further obstructed production. But 
now a pipeline has been constructed 
to take the oil out via Fao on the 
Persian Guif. A new refinery out- 
side Baghdad costing £9 million is 
being built by an American firm. 
Point Four aid ts also being pumped 
into the country at an ever-increas- 
ing rate; from $1.5 million in 1951 


ESTIMATED WORLD CRU 


Thousand °% of 
metric world 
tons total 
315.500 53.2 
89.000 16.3 


North America 
Venezuela 


Rest of Latin America 25,575 3.0 
Saudi Arabia 38,000 6.4 
Kuw2it 28,500 4.8 
Persia* 16,700 pa 
Iraq 8.200 1.4 
Rest of Middle East 6,070 1.0 


»¢ 


*Production suspended in July, 1951 


World Trend of 


Norway: In December, 1951, unem- 
ployment reached 15,000. This was 5,000 
more than a month before, but only 500 
more than a year before. 

Holland: \n January, 1952, a total of 
165,000 unemployed compares’ with 
116,700 a year before. 

Denmark: In January, 1952, there 
were 132,162 unemployed, which was 
5.000 better than a month before, but 
33,000 worse than a year before. 

Belgium: In February, 1952, there 
were over 300,000 unemployed, an 
crease of 100,000 over a year before. 
Unemployment in the textile trades 
doubled over 1951. 

United States: In December, 1951, the 
estimated number of unemployed was 
1.674,000, about 150,000 lower than a 
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it will rise to $23.4 million this year 
A new pipeline out to the Syriai 
coast is now completed. 

ALSO WORTH READING 
Flood Prevention in Irag. The Times 
Review of Industry, London, March 195? 
New Records in Europe’s Oil Trade 
Petroleum Press Service, London, Marct 
1952 
More Oil in the U.S.S.R., Petroleun 
Press Service, London, March 1952 
Factors in Future Oil Availability (with 
1955 estimates), Petroleum Press Service 


london, April 1952 


OIL PRODUCTION, 1951 


Thousand ) 
metric world 
tons total 


Indonesia 7.600 | 
British Borneo 5.000 8 
Rest of Far East 1,220 oz 
Germany 1,370 oh 
Rest of W. Europe RIS0 - 
Russia 42.400 bel 
Rumania ; 4.300 ae 
Austria 2.000 4 
Rest of E. Europe ie ®, Zz 


Unemployment 


month betore. and 550,000 lower than a 
year before. But there are pockets of 
sharp unemployment in particular indus 
tries—-northern textile areas, for instance 

France: In February, 1952, there were 


132,000 applicants for employment, 
38,000 of whom were wholly unem- 


ployed. This was 5,000 worse than 
month before, but 18,000 better than a 
year before. 

Germany: In January, 1952, unem 
ployed totalled 2,100,000 in Western Ger- 
many and the western sectors of Berlin 
A month before the figure was 1,900,000; 
a year before 2.100,000. 

Eire: In February, 1952, there were 
74,000 unemployed, 500 more than a 
month before, 11,000 more than a year 
before. 
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Rice Production in British Colonies 


BERNARD BRAINE (Conservative, Bil- 
ericay): The world over, rice has 
become both scarce and dear. World 
production in the last season was 
168 million metric tons, a decline of 
1 per cent on the previous season. 
In Asia in particular, production has 
declined by 13%. Prices have 
rocketed--Burmese rice is fetching 
£60 a ton today. 


Rice ts rationed in Malaya, six 
years after the liberation of the 
country, because she has to import 
over half her requirements. Japan, 
which used to take most of her rice 
from Korea and Formosa, is today 
obliged to make demands on those 
sources which would normally 
supply the British territories of 
Malaya, Sarawak, North Borneo and 
Hong Kong, who are all substantial 
importers. There are no alternative 
supplies. 


Traditional rice-exporting coun- 
tries are Burma, Indo-China and 
Siam, but the first two are racked by 
civil strife, and all are threatened by 
Communism. From three million 
tons a year before the war, Burma 
now exports only one million tons. 


THe MINISTER FOR COLONIAL 
AFFAIRS (RT. Hon. ALAN TINDAI 
L_ENNOX-Boyb): The import require- 
ments of the British Colonies of the 
Far East, plus Mauritius, Seychelles 
and Aden, will not be far short of 
770.000 tons this year. From the 
exporting countries it is estimated 


From Debate, House of Co 


that 369,000 tons will be available 
on Government contract. The short- 
fall is therefore of the nature of 
400,000 tons. 

Population in the East is rising at 
the rate of 12 millions a year, and 
rice production is falling badly be- 
hind. There are, however, several 
Colonial regions where attempts are 
being made to fill the gaps : — 


Tanganyika: Four thousand acres 
were planted last year at Rufiji, and 
plans to mechanise production are 
proving hopeful. The yield is one 
ton per acre of milled rice. Another 
4.000 acres are being opened up at 
Kilangali; in all Tanganyika some 
200,000 acres are suitable for rice 
growing. 


Northern Rhodesia and Nyasa- 
land: Small plans here are running 
into problems of adequate irrigation, 
and exports are expected to be 
small. 


West Africa: This area is not self- 
sufficient in rice for its own needs 
vet, but production has increased by 
30° since before the war. The 
Volta River project in the Gold 
Coast may well be a fruitful field of 
rice cultivation. 


West Indies: \t is here that our 
hopes are highest. The Caribbean 
trea as a whole ts not self-sufficient 
im production, but in Jamaica and 


nions, Londen, April 10. 1952 
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Trinidad schemes are afoot; an irri 
gavion scheme ino the former will 
cover 3,000 acres this year, and a 
further 20,000 acres are planned for 


British Guianas Production here 
has gone up from 45,000 tons before 
the war to 65,000 tons. Some 25,000 
tons are being exported to the Carib- 
bean area. The British Government 
has allotted £750,000 for irrigation 
schemes, which present the greatest 
difficulties 


BRIGHTER PICTURE IN 
INDO-CHINA 


Before the Japanese War, Indo- 
China was the second largest rice 
exporter in the world, Burma being 
the first. Yearly exports reached a 
maximum of 1,500,000 tons. But in 
1951 only 350,000 tons were avail- 
able. 

Recent surveys paint a_ brighter 
picture: the exportable surplus may 
reach 600,000 tons this year. The 
countries that need the rice—-India, 
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Cevlon, Malaya and Japan have 
Hot Vet recognised the government 
of Bao Darin Vietnam, and th 
mounting surplus of supplies may be 
used as a bargaining counter 


Lastern Econonust, New Delhi 
{» 5. 1952 


, 4 
ii 
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SIAM RICE EXPORTS FREED 

Following a rice-export embargo 
Which was the result of disagree 
ments between the Siamese govern 
ment and the private merchants, the 
Government have now freed exports 
so long as merchants carry out the 
commitments entered into officially 
The British Commiss!oner-General 
in Malaya had complained that Siam 
was not sending enough rice; the 
Siamese merchants pointed out that 
premiums of eight to sixteen dollars 
per ton paid by some importing 
countries were not being paid by the 
British. Cver 400,000 tons are avail- 
able from the last crop. 

Far East Trader, New York, 
March 19, 1952 


DEFENCE PLANS AND MOBILITY OF LABOUR 


The American Administration 


must have assumed that labour was 


willing and able to move with the factories when it encouraged automobile 
companies to build defence plants in places remote from Detroit. The 
Companies themselves were glad to get away from Detroit, where labour ts 


highly unionised. 


But the plain fact is that the American worker is now no more ready 


to move than the British worker. 


There is an excellent example of this. The Ford Company had a 
factory at Iron Mountain, Michigan. which employed almost all the able- 
bodied men of that town, some 1,800, on the manufacture of wooden 
bodies for station wagons (shooting brakes). Station wagon bodies are now 
made out of pressed steel, and the company recently decided to close the 
factory. It offered all the employees the opportunity to move to any other 
Ford plant with their full seniority for pay and benefits. Some 46 have 
accepted this offer. The remainder seem disposed to stay in Iron Mountain 


on relief. 


Economist, London, April 21, 1952 
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India’s Six-Point 


tiie Planning Commission for the 
hive-Year (now Six-Year) Plan in 
fused a sense of realism into food 
policy for India by emphasising the 
necessity for importing food at over 
} million tons a year. The futility 
of the Grow More Food campaign, 
and indeed of any attempt at self- 
sufficiency in food, became therefore 
apparent. 

The Food Minister, Mr. Munshi, 
has now put forward a six-point 
plan for food. It is: 

|. Restriction of food rationing 
to the large towns and highly defi- 
cient areas comprising about 45 
million people out of India’s 350 
million. These people can be fed 
wholly from imports. 

2. Free markets in food to be 
restored in the rest of the country. 

3. Building up of stocks. 

4. Licensing of storage places, 
and control of credit, to prevent 
hoarding by private merchants. 

5. Free transport facilities for 
the movement of food. 

6. Limited procurement of rice 
in particular, to meet the needs of 
rationing in certain areas. 

This plan reduces the costs and 
frictions of the procurement policy; 
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Plan for Food 


it reduces the costs of distributing 
Imports by contining deliveries to 
certain areas; and it obviates the 
semi-totalitarian policy of discourag 
ing the growing of non-food crops, 
which in any case was vitiated by 
plans to increase the production of 
cotton, jute and oilseeds 


Special Case of Rice 

The only snag in the new food 
policy, one which has not been over- 
looked, is regarding rice. The im- 
port of rice cannot equal the needs 
of the deficit areas and towns. The 
government’s procurement methods 
must therefore be continued in what 
is to be a free market. Why not 
decontrol the import of food, then, 
and allow private traders free access 
to markets abroad? If higher rice 
prices result, they may hold out 
incentives to home growers, and 
restrain consumption, compelling 
resort to other grains where possible. 

The shift in consumption habits 
since the war in the direction of a 
larger demand for rice, which has 
been encouraged by the low procure- 
ment prices, and the corresponding 
disincentive to the grower, may be 
reversed 


New Delhi, April 4, 1952 


CULT OF THE PAKISTANI PUSHBIKE 


The irresistible appeal of the bicycle to the native mind is illustrated 


by the story that in parts of Pakist: 


prospective father-in-law will make 


in a man will not marry unless his 
him a present of a British bicycle 


When the machine arrives it is carried shoulder high around the village. 
Bicycle worship is equally keen in West Africa, where a new owner wil! 
ride a bicycle for six months without taking off the wrappers, to preserve 


the enamel in spotless condition 


The Times Review of Industry, London, May, 1952 











Free Trade in Ten Years 


by ARTHUR and BARBARA SHENFIELD 


THE PRINCIPAL DIFFULTIES in an 
attempt to return to free trade ap- 
pear to be as follows : — 

1. As long as there is exchange 
control, trade cannot be free. But 
if exchange control were removed 
at present, and sterling were made 
convertible, the value of the pound 
would fall so as to cause a danger- 
ous rise in price of our essential 
imports. The immediate — effect 
might be an intolerable shock, and 
a catastrophic flight of capital to 
North America. But should the 
excess purchasing power which has 
been plaguing the British economy 
since 1940 be drained off by de- 
flationary remedies, there would be 
no such dangers. 

2. Domesiic policies hostile to 
capital tend to reinforce the poten- 
tial flight of capital, so removal of 
such policy is necessary before ex- 
change control can be removed. 

3. Even when the economy is de- 
flated to the proper level, the com- 
petition for such materials as steel 
between civilian and rearmament 
needs would place an intolerable 
burden on the Exchequer. Physical 
controls would avoid this, and 
although these controls are incom- 
patible with free trade, they may 
be justified during the period of re- 
armament. Stabilisation of — the 
arms programme is therefore neces- 
sary. Bulk-buying, too, cannot be 
abolished until the rearmament 
hump is over. 

4. It is not possible to operate a 
food subsidy policy in a free trade 


i ide,” bree Trader, Lon 


regime. Food subsidies fail to 
destroy the economy only because 
at the same time we are not free 
to buy as much food as we like. 
Food subsidies should be abolished 
in favour of income subsidies. But 
this will entail adjustments in our 
taxation system. 

5. Certain promises have been 
made to Empire producers in agree- 
ments such as the Empire Sugar 
Agreement which cannot end before 
1960. These promises must be 
kept, but after resuming a free im- 
port policy the Government might 
well meet iis obligations by paying a 
temporary subsidy allowing for both 
the differences in price and quanti- 
ties which will follow the freeing of 
trade in goods subject to such 
agreements. 


Tell it not in GATT 

The disputes within the GATT 
over British preferences and Ameri- 
can non-discrimination have been 
little more than shadow-boxing. 
Both Americans and Britishhave ap- 
proached the emancipation of trade 
as if tariff walls were precious as- 
sets, to be bargained for each other 
in the manner of horse-traders. 

Trade cannot be set free this way. 
The value of free trade does not 
depend on what other nations do. 
As soon as people think that it 
does. the case for free trade is 
thrown away. It is time somebody 
spoke out loud and bold on the 
British attitude to GATT. 


don, April, 1952 
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FREE TRADI 


that the return to free 


it 1S clear 
irade must be undertaken in stages. 


lt premises a return to freedom of 
enterprise in the domestic economy, 
and it needs to go hand-in-hand 
with a policy for high employment. 
The principal stages suggested are: 


(i) End inflation and 
British economy on its feet. 


put the 


(11) Restore the free convertibility 
of sterling, beginning with current 
transactions. 

(111) Remove all tariffs on food- 
stuffs and raw materials. 


(iv) Complete the growing stages 


of the rearmament programme, at 
the same time giving notice that 
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the “ after protected industries will 
be divesied of their privilege. 


(v) Progressively remove tariffs on 
all other ranges of products, other 
than those still subject to bulk- 
buying Peenens or specially pro- 
tected for defence reasons, say, Over 
a pe riod of five years. 

(vi) Arms expenditure having 
ceased to rise, remove the remaining 
food and other consumption subsi- 
dies. 

(vii) Progressively remove quanti- 
tative restrictions, wind up bulk- 
buying (import quotas) agreements, 
except for the needs of defence, i 
any, within a further period of, say, 
five years. 


Freedom in a Regulated Economy 


by A. W. 


ACTIONS TAKEN by states to regulate 
agricultural production and market- 
ing have often been the subject of 
criticism by economists. The usual 
ground of criticism is that these 
regulations interfere with the work- 
ing of what is variously called * the 


competitive system,” “the price 
system’ and the “market mech- 
anism.” The market system, they 


suggest, will distribute the economic 
resources of society to the greatest 


economic advantage and ensure for 


consumers 
satisfactions. 


the highest possible 


from The Farm Economist 


Oxford, Vol 


Condensed 


4 
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ASHBY 


The results of a free — or of 
a regulated « one, are to be judged by 
experience. But often experience is 
somewhat vague and _ insufficiently 
recorded: and experiences are 
always judged somewhat according 
to the interests of materially 
interested parties. 

Any suggestion of “the market’ 
or of “the market mechanism.” 
even in relation to agriculture, rests 
on unwarranted assumption or pure 
illusion. There are multitudes of 
markets, practically none of them 
operating under entirely free compe- 


Research Institute 
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tition, subject to restriction only by 
what are essentially moral rules. 

In agriculture there are trade 
unions of both employees and em- 
ployers, and fundamental conditions 
of employment are determined by 
Agricultural Wages Boards acting 
under statutory authority. Many 
persons have judged that these insti- 
tutions have raised the efficiency of 
agricultural production. 

Even under socially unregulated 
systems, there are innumerable mar- 
kets for commodities: systems for 
collection, distribution and market- 
ing are specially operated for certain 
goods and groups of goods—milk is 
an example, fatstock and meat an- 
other. Practically all the commodity 
markets have been operated under 
some  resirictions arranged by 
traders. Free. unregulated competi- 
tion is found mainly between rela- 
tively small producers dealing in the 
markets of primary collection. 

Even the economists who have 
been most critical of economic regu- 
Jation have never suggested that the 
credit market for farmers should 
remain unregulated. On the con- 
trary, they would say that some 
regulation in this field is necessary 


for the working of the market 
mechanism. 
Everyone to Compete--But Me 


It has been said that “every man 
is a believer in free competition ex- 
cept in his own trade.” This ts not 
quite true, because there are men 
whose economic and social philo- 
sophy is more fully developed, and 
who are aware that rights claimed 
by any class or group are potentially 
claimable by others. Many people 
favour free competition provided 
“proper” exceptions are allowed. 


But should everyone’s proper excep- 
tions be allowed. that were the end 
of free competition, 
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Market mechanisms are many, 
and are operated by many forces, 
some of which are restrictive of 
competition. Freedom of competi- 
tion, which is a different thing, has 
to be examined from several points 
of view: 

1. Effects on production — on 
national income, output and wealth. 

2. Effects on distribution of in- 
come and wealth. 

As for output, it cannot be denied 
that during the nineteenth century, 
in the absence of state interference 
to any extent with market mechan- 
isms, Output, income and wealth 
increased rapidly. But economic 
freedom was not by any means the 
only condition of this progress. The 
operators of private forms of restric- 
tion—monopoly, cartel, mergers— 
have claimed that these restrictions 
reduced waste. Even today, there 
are many indications that planned, 
regulated and directed systems offer 
greater opportunities of securing 
economic progress in backward 
countries than the system of free 
competition. 

Whatever effects the markets 
mechanisms have had on_ produc- 
tion, there is no doubt that they did 
not produce a satisfactory distribu- 
tion of national income and wealth. 
Many liberal economists have advo- 
cated restriction of competition in 
respect of wages—and measures to 
secure redistribution of capital 
wealth. 





Farmers’ Raw Deal 

One of the major mal-distributions 
of income during more than half a 
century has been that of rewards to 
agriculture. In the U.K., the average 
income from farming has not been 
more than 66 per cent of the 
national average; in the U.S.A. it 
has never exceeded 62 per cent; and 
in both countries, before the second 
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World War, the percentage was de- 
clining. In post-war years the 
American average has not been 
ibove 67 per cent and has been as 
low as 52 per cent. Clearly, the 
socially desirable distribution of 
income will not necessarily be that 
Which emerges from the “ price 
system.” Indeed, the regulation of 
distribution of income and wealth 
have been necessary to keep the 
productive system working: because 
consumption is always far greater 
than saving, some such regulation 
has been necessary to ensure con- 
tinuity of production. 

It has been said that freedom of 
competition gives everyone his 
maximum of opportunities. But 
this is not true in any general sense. 
It may give the individual the 
opportunity of making the best of 
bad circumstances. It does not 
necessarily give him opportunities to 
use his full capacities. He will be 


aided or handicapped by inheritance 
of capital and by the (usually regu- 
lated) credit system. 

All economic systems impose re- 
strictions on some members of the 
community. A universal _ price- 
system, or free competition, is not 
one of the essential freedoms like 
freedom of speech, freedom to 
use the franchise, or freedom of 
religious choice. 

It may be true that ihere are diffi- 
culties in providing full choice of 
occupation in a planned or regulated 
system, but all the essential free- 
doms are, or can be made, entirely 
consistent with a widely regulated 
economy. In a system of free com- 
petition which leaves a large mass. 
possibly a majority, of members of 
society with very restricted choices 
in consumption, and restricted social 
opportunities. nominal freedom of 
choice of occupation may be dearly 
bought. 


AMERICAN PRESS URGES LOWER TARIFFS 


WALL STREET JOURNAI 


would be flaringly inconsistent to 


return to a policy of high tariff protection. We have been telling Govern 


ments and peoples that they should 


in their own interest make every 


possible effort to support themselves And we continue to tell them 


they should free their trade with one another 
Well. hardly one of them can gain 


and with the United States 
a solid economic position without 


access to wider export markets, and there is no other export market as 
commodious as that which the United States offers 


NEW YORK HERALD TRIBUNE: 


trade and security ties with the free 


moving forward toward stronger 


The genuine choice is between 


world. and moving backward toward the beggar-my-neighbour policies 

which helped make the depression of the ‘thirties a world cataclysm 
RICHMOND (Va.) TIMES DISPATCH: lf foreign goods are to be 

shut out of our markets when lomestic manufacturers or labour unions 


protest, the United States will have 


of arming the free world. 


TAMPA (Fla.) TRIBUNE: If 


to shoulder the burden indefinitely 


every vroducer vells about foreign 


competition and demands protection, we'll have to build an iron curtain 


or our own. 


The inevitable results will be disunity in the free world. more 


moves by our Allies to trade with the enemy. and retaliation which will 
decrease American exports as surely as imports 
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The Economic Blockade 


by W. N. MEDLICOTT 


THis being the first volume of a 
two-volume study of the methods of 
the Ministry of Economic Warfare, 
it carries the story of this little- 
known aspect of the second world 
war only down to mid-1941. It 
concentrates therefore on the at- 
tempts to strangle Germany’s econ- 
omy by (often unsuccessful) negotia- 
tions with neutrals who, one by one, 
passed from that pitifully anachron- 
istic state into the German economy 
itself. 


It is queer to read this book. It is 
queer to have one’s attention re- 
called to a time when Italy was 
regarded, albeit with suspicion, as a 
friend; when Hungary had a more 
or less independent foreign policy; 
when France sat at conference tables 
mn equal status with Britain; when 
Holland, Belgium and Denmark stil! 
felt themselves able to dictate the 
terms of neutrality to the belliger- 
ents. For we are in this book seeing 
the last throes of an age, an age 
which ended with the coming of 
total war. 


When war broke owt in 1939, the 
plans for blockading an enemy sull 
contained several clauses which 
“saved the rights of neutrals.” A 
blockade, to be legal in international 
law. had to be effective—ie.. any 
ship attempting to run it was very 


likely to be caught. It had to be 


limited to the ports and coasts of the 
enemy; neutrals had to be warned of 
the blockade area, be given time to 
withdraw from that area; and there 
were indefinite beliefs held in most 
quarters that trade with the enemy 
on the part of neutrals could be pro- 
hibited only in the case of “warlike 
stores.” 

The conception of total war made 
nonsense of most of this. War be- 
came no longer a matter of an en- 
larged squabble between gentlemen, 
but a duel to the death between 
whole nations, nothing barred. The 
Queensbury Rules gave way to “ all- 
in.” The legality of blockades be- 
came a dead letter; their effective- 
ness became all. To be effective a 
blockade had to be applied to the 
coasts of whole continents; and as 
for what constituted “ warlike 
stores.” the definition had to be 
stretched to the entire gamut of com- 
modities. 


Economic Warfare 

The Ministry of Economic War- 
fare was set up on the following 
terms of reference: 

“Economic warfare is a military 
operation, comparable to the opera- 
tions of the Services in that its 
object is the defeat of the enemy, 
and complementary to them in that 
its function is to deprive the enemy 
of the material means of resistance.” 


Phe Economic Blockade, Vol. 1 (History of the Second World War), H.M. Stationery 


Office and Longmans, Green & Coa. 


London, 1952, 35s 
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Actions taken to carry out this 
jan reso!ve themselves into three 
kinds: 

{ Trading with the 
Enemy Acts to prevent one’s own 
nationals from assisting the enemy, 
blacklisting foreign traders who 
assist him. 


1. Legislative 


2. Diplomatic persuasion — of 


neutral governments, firms and per- 
sons to refrain from trading to the 
enemy's advantage, including over- 
bidding him in neutral markets (an 
operation attended with some difh- 
culty in the parlous state of British 
foreign-exchange holdings) — and 
applying financial and sentimental 
pressures. 

3. Military —capture of shipping, 
contraband control, attack on ports 
and places of economic importance 
in enemy territory, and attack on 
communications. 

Even in the early part of the war, 
the third category of action became 
extremely ill-defined. What is a 
place of economic importance? 
What, indeed, is not? And at the 
beginning of the war, the prosecu- 
tion of economic warfare became 
difficult for as long as belligerents 
were expected not to bomb civilians 
* Reasonable care ” was to be taken 
not to harm civilian populations by 
carelessness.” 

It all seems so long ago now. For 
there are no more neutrals, no more 
civilians. 


Phoney Warfare 

It has been customary to call this 
earlier part of the war the “phoney” 
period. From the point of view of 
the Ministry of Economic Warfare 
it was, however, a period of great 
expectations. Estimates of Ger- 
many’s war potential had been 
assessed with what turned out to be 
great accuracy. The problem then 
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was to place a cordon. sanitaire 
around her. through which the mini- 
mum of key materials should pass 
In other words, the attempt was 
made to place a cordon sanitaire 
round war itself. 

There were hopes that if Germany 
made sufficient military blunders, the 
greater part of the neutral world 
would swing to the Allied side and 
grant Britain economic advantages. 
And Germany certainly made the 
blunders——the sinking of neutral 
shipping. the sowing of drifting 
mines without warning. 

But the great expectations soon 
turned to doubts when the neutrals, 
far from joining in the chorus of 
condemnation, expressed themselves 
as wondering whether either side in 
the conflict could claim clean hands 
The result was the hesitant and 
abortive negotiations that drag 
on from late 1939 to beyond the 
of France 


ged 
fall 

War could not be cordoned off 
Norwegian iron ore, Dutch dairy 
produce, Rumanian oil, all fell to 
the enemy while the Allies were 
awaiting “further instructions from 
Governments.” 





Russia—Unfriendly Neutra! 

The bad boy of the piece in 1939 
as alwavs since before the time of 
Frederick the Great, was Russia. In 
February, 1939, the British Embassy. 
in answer to an inquiry from the 
home Blockade Committee, said 
from Moscow that Soviet policy was 
essentially one of opportunism and 
realism, and not likely to be influ- 
enced to any extent by ideological or 
moral considerations. They could 
have said that again—and again. 

But on the outbreak of war (ten 
davs after the Soviet-German non- 
aggression treaty, be it noted) the 
Ministry of Economic Warfare 
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ysund its hands tred by the facts 
that we could not do without Rus- 
san timber, and that some £2} 
million worth of goods (most of if 
inachinery) were already bespoker 
by the Russians from Britain. In 
those days a promise Was a promise, 
and so for the sake of 134,000 stan- 
dards of softwood the question of 
sopping the leak of goods into Ger- 
many’s eastern border had to be 
shelved. Some of the machinery was 
detained in Britain, but a frantic 
'yidding match for Russian trade was 
hegun, tin and rubber being thrown 
‘nto the pool to offset Germany’: 
‘avish credits. 


The outbreak of the KRusso- 
Finnish War changed this picture 
ymiewhat,; Germany became very 
apprehensive for her northern coasts 
and the Russians’ claims to be 
regarded as a neutral began to wear 
thin. But the value of Russian goods 
cll held British hands, and_ the 
nuserable story of trade negotiations 
took the same character as it did in 
the imstances of all the other erst- 
Vhile neutrals. 


America 





Almost an Ally 
Time was when the United States 
nent much time and money trying 
to persuade Britain that free trade 
and the freedom of the seas should 
ll apply even in late 1939. The 
lificulty lav in the large number of 


b'ocked German marks that were 
credited to American accounts. 
reneral Motors and the United 


Fruit Company were the chief credi- 
ors. Negotiations, frustrated at 
every turn by an inability to see the 
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other side’s point of view, dragged 
on until the invasion of the Low 
Countries. 

In view of the American attitude 
to East-West trade in Europe at the 
present day, and her trade blockade 
of China, the sections of this book 
devoted to British-American rela- 
tions in 1939-40 make sad reading. 


Lessons for the Future 

This * kid-glove ” period of block- 
ade teaches, if history ever teaches 
anything, that the world has reached 
a stage of technical advance which 
makes it impossible to separate war 
from the total economy of the world 
The cost of war embraces all costs. 
social and monetary. No control 
can therefore hope to be efficient 
which does not embrace all trade 
and all manufacture, all agriculture 
and all activity. 

In November, 1939, Miss Vera 
Brittain protested that the British 
blockade was a “ War on Babies.” 
In August, 1940, Mr. Churchill 
pointed out that “ Fats are used to 
make explosives. Potatoes make 
alcohol for motor spirit. Plastics for 
aircraft are made of milk.” 

We would do well to remember 
that the economics of war are no 
different from the economics of 
peace. The economics of peace are 
directed towards supplying babies 
with food, shelter and entertainment: 
the economics of war towards deny- 
ing just those things. The costs of 
both are equal to one another, and 
exactly complementary. One cannot 
have both, 


A.B.C 
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Mild Inflation for Ever? 


By PER JACOBSSON 


AFTER the first world war there 
were many who hoped for “ peace 
for ever” and, during the period in 
which production in the United 
States was increasing rapidly and 
there were distinct signs of recovery 
elsewhere in the world, a growing 
belief in “ prosperity for ever” was 
also to be found. 

After the depression in the 1930s 
and the second world war, there 
were those who dared to prophesy 
and who asserted that there would 


be “cheap money for ever.” Now 
this, too, is beginning to seem 
doubtful since so many central 


banks have increased their discount 
rates. But there is always some- 
thing left to believe in, and the latest 
forecast runs “mild inflation for 
ever.” 

Those who are prepared to recon- 
cile themselves to a continuous rise 
in prices are, of course, anxious to 
explain that they do not fear any 
violent inflation (of the kind which. 
for instance, destroyed the German 
mark after the first world war) but 
they insist that they are realistic 
enough to recognise that in our 
modern society government expen- 
diture is likely to be very heavy and 
that, moreover, the actions and 
demands of a number of pressure 
groups (trade unions, farmers’ asso- 
ciations, etc.) are likely to cause a 
gradual rise in prices. 


The observers in question note 
that this will permit a steady in- 
crease in money wages (dear to the 
trade unions) and further alleviate 
the annual charges weighing upon 
farmers who have contracted debts. 
They admit that there will be some 
persons, including owners of bonds 
and holders of insurance policies, 
who are not likely to get compensa- 
tion for the rise in prices, but they 
think that the bulk of the citizens 
will find ways of protecting them- 
selves against the continuous fall in 
the purchasing power of money. 
Investors can buy shares and other 
real assets, the value of which will 
rise with the increase in the general 
price level; wages can be protected 
by arrangements for sliding scales 
(or what the Americans call * esca- 
lator clauses”); even bonds may be 
issued with provision for the 
amounis paid as interest and 
amortisation to increase as and 
when the cost of living advances. 

Thus—it is urged—a period of 
mild inflation may not be so great 
a calamity after all but may become 
part of the “normal” monetary 
system of the future. 


Is Protection Possible? 


In examining this problem of a 
continued state of mild inflation, the 
first question which we have to con- 
sider is whether it will really be 


From Quarterly Review, Skandinaviska Banken, Stockholm, April, 1952 








is contended) to protect 
oneself against the rise in prices. 
Those who are owners of “old” 
‘Armment bonds or insurance 


Olicies will probably have to be 


leit to their fate is they have been 
i pe ee Sa! . rants - : 

mtherto during the price rise im 
cent years. 


But will ail those who save be 
provided, from now onwards, with 
opportunities for investments of 
the desired type, enabling them to 


hedge against the consequences of 


the inflation? Mortgage companies 
may issue bonds the service of 
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may also be able to promise com- 
pensation in the event of rising 
rices. But what about banks and 
which maintain 
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claims? How will they manage? 
Most goveraments have no large 
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they be indugurate a 
system which is likely to militate 
against their own possibilities of 
¢ from the market, 
since they may no longer be able 
to offer as favourable conditions as 


-r borrowers? 


ther institution 


their a in money or 


"| 
willing 10 
Wii pod t 


© 

And ts the investor going to be- 
lieve in promises of compensation? 
\fier all, the experience of recent 
vears with regard to gold clauses 
and similar devices has not been 
such as to i!spire any great con- 
fidence in the sanctity of contracts 
as far as securities with a constant- 


Vdlue clau e are CONCC rned. 


If rates of interest in the long 
| . n] 
11d ort-term marketS were 4al- 


would be a 


there 


em-automatic compensation — for 
the fall in the purchasing power of 
Mone But those who prophesy 
of ld inflation 
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do not seem to foresee any radical 
departure from cheap money—at 
least they say nothing about such 
a change. Should inflation con- 
tinue, even in a mild form, it will 
be impossible to avoid many in- 
But it is one thing to sus- 
ain losses during a war, and quite 
another thing to be subjected to a 
never-ending downward drag 
through declining money values. 


ustices. 


Velocity Danger 

While there was only a_ slight 
rise in prices, it was possible in 
countries to finance recon- 
truction and other works” with 
issues of paper money, the moder- 
ate inflation thus giving rise to a 
kind of “forced saving”. But the 
success of such financing _ pre- 
supposes that the public will con- 
tinue to act in a more or less nor- 
mal way even when the volume of 
money increases. 

Should the public become ner- 
vous, those who receive payment 
in money are likely to speed up 
their Thus the velocity 
of circulation will increase, and 
when that happens the price rise 
will become accentuated. Not only 

! there be then no forced sav- 
decline in 


many 


> 


yurchases. 


\ ny 


ings, but a_ serious 
normal savings will ensue —and 
when such a_ point has _ been 
reached there is nothing for it but 
to call a halt and adopt a stabilisa- 
tion policy, however harsh — the 
requisite measures may have to be 

Perhaps it is thought that in the 
Anglo-Saxon countries the reaction 
of the public to the threat of infla- 
‘ll not be as violent as it has 
been on the continent of Europe 
But in the United States in_ the 
rutumin of 1950 (after the outbreak 
of the conflict in Korea) and in the 


follow ne winter it could he seen 
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t tears I Win to be 
ria with regard to the value 
the dolla nd how the publi 

i ls iddk niy GPOone I f i pell of 
Wing It is interesting to remem 
*r that th tuation thu eated 
luced the authori to ma a 
hange in therr lit po hich 
gether ith other measure i 
ifficient to arrest me 1 } 


We must further remember tha 
the price and money mechanism, 
1] 


notwithstanding a 


neg stil] provides the ctive and 
equilib ne fo nm oufr eCONO- 
mic life, must not be treated too 
roughly and inconsiderately. Even 
1 mild inflation may impair some 
of its important functions. — Jis 
proper working clearly presupposes 
that there shoud be no excess oO} 


money; only then will, for instance, 


} 


increased imports, bv absorbing 
part of the domestic purchasing 
power, set goods and services free 
for increased exports and thus help 
to maintain equilibrium in the 


valance of payments 


All Together Now? 

It may be thought that the 
tion of an individual country might 
‘Oreign trade 
relations are concerned if all) the 
principal countries were to proceed 
along the path of a mild inflation 
at approximately the same pace 
Such uniformity in movement does 
not appear to be likely, however 
for one reason because the reac- 
tions of the public, prompted by 
their particular experience in the 
past, will probably vary consider- 
ably from country to country 

An excess O [ be a 
cause of distortion in the internal 
economy as well as in relations be- 


tween countries. An increase in 


pos - 


e 
‘ 


money Whi 


RCE EEE ern ee eee ee 
nteres, rates Nas a Gouole eee: 


4 y> a ~ = 
POE } Veil i 
)j tie One mand, if he Come a! 
‘lement of increase in costs: on 
‘ 


the other hand. by helping to make 


money searcer it will tend to force 


P aoa ‘ — ha 
OStS ina price Gown. When, 
hWowevel 1) XCeSs of mone oh- 
i yy . YX ® ua . - N/a al ~ ¥ 
. ( fryr iInctance the - nl 
i S i Wstance, tune result 
OY direct financing of governmer 
» +} t L La mtr » | 
deficits by the central bank), it is 
Y hle that th . rp ’ 1 
poss ore thal ne cos ncreasing in 
rere itt . ye ne) lar 
fluence Nil { Ome prepe ierant 
na ) ; . 
and th: reans that in such a 
‘ . 
ase, higher interest rates will lead 
high yy 
O higher prices. 


Moreover, there is a general 
danger that continuance of even a 
mild inflation will militate against 
the development of a sound capita! 
market; and, in the absence of such 
a market commercial and industrial 
enterprises are apt to turn to the 
commercial banks for what is, in 
reality, the 
investments, although maybe dis- 
guised as short-term accommoda- 
tion. If there is to be a continuou 
mild inflation there will very likels 
be periods in which the supply of 


financing of long-term 


this happens the ordinary rules of 
economic life will be so far brought 
out of piay that it will be 

= . ster \r i norma! 


functioning of the price and cost 


money will De excessive, and when 


mechanism 


By now the belief that control 


yore wir . + t _— . saan nt 

measures Can Orm a Suiacien 
4 2 - ainct ets m 

safeguard against a series of re- 


current crises has been more or less 
exploded. Behind the wall of ex- 
change controls prices tend to rise, 
and if the process is allowed to 
continue it leads to a detertoration 
of the currency and to another 


devaluation be repeated 


too often that against these dan- 
gers there is only one safeguard, 
vir. currenev convertibility based 
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on a genuine equilibrium between 
the volume of money and the real 
resources in the internal economy 
which means that all inflationary 
tendencies have to be suppressed. 
From the point of view of 
labour, it ought to be clear that it 
s not the increase in money wages 
that counts but the level of real 
wages, and, as has always been the 
case, this depends primarily on the 
volume of savings and investments. 
It is in the countries like the 
United States and Switzerland, 
with a rate of net saving corres- 
ponding to nearly 15 per cent of 
the national income, that the 
workers have secured the highest 
standard of living; and in_ both 
these countries there is still a pro- 


found belief in the national cur- 
rency. 
But all theoretical arguments 


apart—what is likely to happen, 
-onsidering the existence of power- 
.ul pressure groups, at any rate in 
the United States? The probability 
‘'s that changes in the general trend 
of business (the causes of which are 
as yet not fully known) will prove 
more important than the influence 
exerted by particular interests. 

At the moment the economy of 
the United States is characterised by 
a split into two contrasting divisions. 
On the one side is the armaments 
vector, where business is booming as 
a result of the expenditure of more 
than $ 50 milliard on defence. On 
the other side is the civilian sector, 
in) which—contrary to many pro- 
phecies—-prices of textiles and of 
such durable consumer goods as re- 
frigerators, television sets, etc., have 
shown a persistent weakness. 
Inflation not Inevitable 

These are not signs pointing to 


i! . > ‘ ‘ ‘ roe EqeN ane 
the inevi29U ty of a permanent and 





DIGEST 


continuous inflation. As recently 
pointed out by Dr. Marcus Nadler 
in a study of “Inflation or Defla- 
tion”, account must be taken of a 
widespread belief that a major wa: 
will sooner or later be followed by 
a business depression, even if, for a 
few years, an excessive supply of 
money and an accumulation of in- 
vestment requirements give a tem- 
porary fillip to economic life. 

We can already see important 
forces at work. There will be no 
reason to capitulate before the diffi- 
culties which are likely to arise, it 
being, indeed, the rdle of monetary 
management and other official forms 
of influence to try to moderate ex- 


treme movements, alleviate hard- 
ships, and promote such adjust- 
ments in the supply of money and 


in the commodity and labour mar- 
kets as are likely to restore equili- 
brium between costs and prices and 
thus provide the basis for continued 
economic progress. 

While the coming depression, if 
such there must be, may still be far 
off, it can already be said that it 
should be easier this time to prevent 
any degeneration into such a calam- 
ity as occurred in the 1930s. In the 
United States, fortunately, steps 
have been taken to guard against a 
misuse of credit and widespread 
bank failures. 

Even so, business must be pre- 
pared for further periods of de- 
clining prices, in which it will have 
to bear the brunt of keen competi- 
tion and will have to do its own 
share in the task of re-establishing 
general balance, while the authori- 
ties will have to see to it that the 
hurdens placed on the _ private 
economy are not so great that flext- 
bility. and initiative are seriously 
impa'red., 
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Tyranny of the Cash Crop 


by D. B. ELLAPOLA 


Three articles by Singalese economists describe the country’s plight 


and its possibilities 


RURAL CEYLON consists of about 
20,500 villages and has a population 
of about 4,800,000 (almost 72 per 
cent of Ceylon’s total). Develop- 
ment has been largely determined 
by climatic conditions, dependent on 
the two monsoons from the North- 
East and South-West. It is cus- 
tomary to divide the country into 
two zones: one wet, one dry. 

The Wet Zone covers the south- 
western part of the island, from a 
few miles north of Colombo east- 
ward to Kandy and circling south- 
wards over the foothills of the 
southern mountains until the port 
of Galle is reached. Within this area 
the rainfall ranges from 100 to 350 
inches a year. The rest of the 
country is the Dry Zone, where the 
rainfall! ranges from 20 to 80 inches 
a year. 

The picture of rural life through- 
out the country is one of general 
backwardness; there ts extreme 
poverty in the interior villages of the 
Dry Zone, although in the _ best- 
developed parts of the Wet Zone 
there are conditions of tolerable 
living—even here “tolerable” would 
be defined as below full subsistence 
level in most countries. 

The pattern of agriculture in the 
Wet Zone is one of large plantations 


y 


From Social Justice, \% 


3} Annual, Colombo, February, 19 


at first hand 


of tea and rubber, foreign owned 
and worked with foreign labour. 
The heaviest concentrations of plan- 
tations are in the central hill regions 

Peasant life goes on here in little 
pockets in the valleys and along the 
beds of the streams, but it is 
hemmed in by the large plantations, 
leaving little or no room for expan- 
sion. The needs of land for timber 
or for cattle pasture cannot be met. 
as the forests have long been de- 
nuded and replaced by plantations. 
Paddy cultivation on the terraced 
hillsides has become haphazard, 
owing to the neglect and consequent 
silting-up of springs and water- 
courses. 

As the plantation area is left, and 
the traveller strikes farther into the 
south-west, village areas become 
more abundant, but congestion of 
population and impoverishment of 
peasant agriculture continue un- 
abated, owing to the denudation of 
the surrounding high land. Every- 
where it is a question of shrinking 
land resources and ever-increasing 
population, fragmentation of hold- 
ings, and deterioration of produc- 
tivity. 

And everywhere there is seasonal 
unemployment at most times 
under-employment at all times. 


yo 











Solutions for Under-Employment 


by B. B. Das Gupta 


COMPLETE unemployment of man- 
power is always visible, and so 
claims most of our attention when 
it appears. But under-employment 
is no less an evil. 


Anyone who has studied the 
village economy of Ceylon will be 
struck by the wide incidence of 
under-employment. Both agricul- 
ture and fishing, the two principal 
occupations, are seasonal in charac- 
ter. The farmer and the fisherman 
have much spare time at their dis- 
posal at certain seasons. This also 
applies to craftsmen, because of the 
smallness of the market for their 


goods, 


Any plan for development of the 
country must take note of this large 
wastage of potential labour. and 
attack the problem of making it 
productive. Unfortunately, the plans 
so far made have largely by-passed 
this problem, concentrating as they 
do on schemes which will employ 
only full-time employee labour. 
True, such schemes will reduce the 
under-employment tn the long run, 
but we need a direct attack. 

This could be carried out in two 


Ways: 


1. The provision of suitable capi- 
tal and technical advice to enable 
the under-emploved to use their 
spare time usefully. For instance, 
they might be given hand-looms or 
carpentry tools or livestock. Such 

uipment must, of course, come 
om outside the rural economy, 
hich is to say that some other 

'e will have to make the sacri- 


peone 


Cg 
e 
! 


r 


A 


fice of their present consumption to 
produce it. 
Self-Help 

The actual production of such 
equipment by the under-employed 
themselves during their spare time. 
The great advantage of this method 
is that no labour is drawn from any 
existing fields of employment. In 
other words, the new capital is a net 
addition to the national output. 
Examples of this kind of work are 
the construction of village roads, 
bridges. wells, irrigation channels, 
storehouses, markets, etc. 

Obviously the second method will 
be preferable, and in fact has 
already been used to good effect. 
The Rural Development Societies of 
Ceylon, during 1950, constructed or 
improved some 1,120 miles of road 
and footpaths. 

But it deserves to be tried more 
extensively. There are difficulties— 
the villager may not like to give his 
labour free, and it is desirable that 
it should so be given, since payment 
by money received from other per- 
sons (e.g., from taxes or charitable 
donations) would reduce the produc- 
tion of goods elsewhere, since it 
would reduce demand. Payment by 
newly created money would also 
tend to have the same effect through 
the inflation of prices. So far in 
village schemes the labour has been 
obiained free. 

It would not be wise to expect 
spectacular results from __ this 
method of utilising under-employed 
labour. But it cannot be doubted 
that within its limits it can do very 
good work, 
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Ceylon’s Economic Future 


by JOHN EXTER 


under- 
Nevertheless, 


amongst the 


CEYLON IS g 
developed countries. 
compared with tts immediate neigh- 
bours, Ceylon is truly a garden spot. 
According to estimates of per capita 


incomes by the United Nations, 
Ceylon is second only to Japan in 
all South-East Asia for its wealth. 
The figure of $67 per head for 
Ceylon (probably too low according 
to more recent estimates) in the year 
1949 compares with $57 for India, 
$51 for Pakistan and $36 each for 
Burma and Siam. 

Although there is good reason for 
believing that Ceylon can increase 
its lead over its Asian neighbours, 
the possibility of closing, or even of 
narrowing, the great gap between 
Ceylon and the fully - developed 
countries of the world does not 
appear so bright. A contrast will 
illustrate this point. Australia with 
a population only slightly larger 
than that of Ceylon has a national 
income ten times as great. What is 
more important ts that the Austra- 
lians are saving and investing 
20 per cent of their gross national 
product, whereas in Ceylon invest- 
ment accounts for only 14 per cent. 


Low Start, Slow Start 


When a country’s income is low, 
it is difficult for it to save and invest 
very much from that income. Hence 
the necessity for importing capital 
from the more highly-developed 
countries. Ceylon could lift itself oy 
its own bootstraps eventually, but 
the process would be very slow 


A further note of realism needs to 
be sounded. The possibilities of in- 
creasing productivity per worker 
varies considerably from industry to 
industry. We are all familiar with 
the tremendous increases in pro- 
ductivity which have taken place 
through the introduction of mass- 
production methods in the manu- 
facturing industries of the West. But 
if we look at the principal export 
crops of Ceylon, it is difficult to see 
how productivity can be spectacu- 
larly increased. 

Thus far, at least, all tea-plucking 
has been done by hand. and the 
limit to the speed of hand-plucking 
has probably been reached. Simi- 
larly it is difficult to visualise large 


Increases in the rate of tapping 
rubber or picking coconuts. There 


seem to be more formidable ob- 
stacles to the mechanisation of these 
industries, and thus to increasing 
productivity, than to the mechanisa- 
tion of the cultivation of crops like 
wheat and maize. 

Ceylon may not appear at the 
moment to have the sort of natural 
resources or the types of industries 
which lend themselves readily to 
spectacular increases in productivity 
per worker, yet there are great gains 
that can be made. There are many 
ways in which yields of existing 
agricultural crops can be raised, and 
we can feel confident that the grow- 
ing of a wider variety of crops will 
prove profitable during the next few 
years. Also, Ceylon has a very con- 
siderable untapped frontier: there 








ire still jungles to be cleared, lands 
to be irrigated, and new resources to 
he opened up. 


A resource which has only begun 
to be tapped is that of water. With 
is high mountains, abundant rain- 
fall, and sizable rivers, the possi- 
bilities of Ceylon extending irriga- 
(ion are tremendous, as we know 
from ancient history. And _ today 
water can be put to a use which 
was unknown to the ancients: the 
generation of electric power. If the 
island can be covered with an 
slectric grid furnishing cheap and 
abundant power in every locality, 
there cou!d not only be electricity in 
every home but the possibilities of 
pening up new industries would be 
multiplied many times over. Cheap 
power has been the foundation of 
cconomic progress in the more 
highly developed countries, but 
:sually from coal or oil, neither of 
vhich Ceylon possesses. Ceylon 
loes possess water, and no time 
hould be lost in putting it to use. 


“Zoom Savings can be Used 


When there is so much to be done 
n the way of capital investment, the 
question arises as to whether such 
nvestment is proceeding as rapidly 
1s It might. The experience of the 
Ceylon economy during the last 18 
nonths, or more particularly since 
the outbreak of the Korean war, 
scems to indicate that the rate of 
investment is not yet as high as 
could be supported within present 
resources. The rapid rise in export 
prices, and in export volume, after 
Tune, 1950, resulted in the biggest 
xport boom on record. Imports 
rose, too, both in value and in 
volume, but not so rapidly as ex- 
ports. This export boom led to a 
farge imerease of money incomes, 
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but not all of the increase was spent 
Instead, the rate of savings increased 
very substantially both in the form 
of actual saving deposits or pur- 
chases of insurance and Government 
securities, and in the form of money 
which people were willing to ho!d 
without interest. Thus the money 
supply rose from approximately Rs. 
700 million in the middle of 1950 
to approximately Rs. 1 billion in 
February, 1951, at which level it has 
since remained. 

The fact that the Ceylon pub!ic 
has voluntarily increased its savings 
so markedly during the recent period 
of prosperity is most encouraging 
People in general have been saving 
a portion of their incomes instead of 
spending them on imports, so that 
Ceylon has actually been able to 
add about Rs. 300 million to its 
foreign exchange reserves during 
this period. It is especially en- 
couraging that these assets have not 
tended to drop significantly during 
the last few months, even though 
export prices have weakened and 
the terms of trade have become 
more and more unfavourable. 
Oddly enough, this increase in 
foreign assets means that Ceylon has 
invested Rs. 300 million abroad. 
whereas it might have invested a 
similar amount at home. To con- 
tinue Overseas investment over the 
long run would be ridiculous. It 
does not make sense for an under- 
developed country like Ceylon to be 
lending to developed countries like 
the United Kingdom and the United 
States, where Ceylon keeps its 
foreign exchange reserves. Never- 


theless, in the short run it is gratify- 
ing that the country has accumu- 
lated some assets which it can use 
to advantage in the years to come, 
either for development or to sustain 
consumption in hard times, 
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Back to the Turnpike 


by WILFRED OWEN and CHARLES DEARING 


American authorities, faced by rising costs of road building and mainten- 
ance, are turning to toll roads as the way out. This article reviews the pro's 
and con's of the extended use of this system 


HEAVY INVESTMENT !s_ needed 
today for road modernisation; the 
current revenues of road authorities 
in America are not large enough to 
finance this, and many states refuse 
to resort to borrowing. 

Between now and 1960, some 
fifty-five thousand million dollars 
would be needed to bring the roads 
of the U.S.A. to acceptable stand- 
ards. Only a little over two 
thousand million a year is available 
at present from all levels of govern- 
ment. The magnitude of the road 
financing problem, however, ob- 
scures the fact that the most pres- 
sing needs are concentrated on the 
nation’s most congested _ traffic 
arteries. 


Tolls as a Way Out 

Toll roads are built from the issue 
of revenue bonds secured by the 
earnings on the roads. The toll 
charge, paid only by those who use 
the roads, avoids the political diff- 
culties of raising the petrol tax. 
These are the primary reasons why 
many states are resorting to. this 
method of finance. 

Study of toll-road experience 
(chiefly in New Jersey and Maine) 
leads to the following evaluation : 

1. The toll-road solution can be 
applied to only a limited mileage: 
it is no solution to the problem of 
crowded city streets, and in the 
country it can be used only on those 
stretches of road where the traffic 
Toll Roads?” 

Control, New 


From “ Why 


is normally dense enough to ensure 
self-support in revenue. 

2. Cost of finance is higher than 
through state government bond is- 
sues. Interest rates, discounts and 
fees are higher although New Jersey 
managed to avoid part of these costs 
by concentrating on borrowing from 
institutional investors at low rates. 
State aid was given in any case in 
other projects. 

3. Costs of toll collection is a sub- 


stantial item; but the percentage 
these costs bear to total decreases 
with increasing traffic. On the 


Pennsylvania Turnpike, collection 
amounted to only 3.5 per cent in 


1941. An offset is possible in con- 
cession revenues (for advertising, 
etc.). 


4. Toll charges undoubtedly con- 
stitute a form of * double taxation ”, 
in that toll-road users not only pay 
the toll but also pay the petrol tax, 
which is devoted to other reads. A 
solution would be for the states to 
credit the toll-road with a portion 
of the petrol tax revenue. 

5. The main deterrent to revenue 
bond financing is the fear that the 
roads so built will not pay their way 
in the long run; the state may have 
to take over unsuccessful roads at a 
loss. Careful planning is therefore 
necessary. 

6. Unless toll-road plans are in- 
tegrated with the state plans, dupli- 
cation of facilities may result. 


Traffic Quarterly, Eno Foundation for Highway Traffic 
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THrE only sure stimulus for meat 
production ts to assure producers of 
adequate returns for their products. 
This ts not simply a matter of pro- 
viding stable prices and higher net 
returns, but also of restoring confi- 
dence in the market as the basic 
determinant of prices. 

In Australia today, market price 
is often not recognisable as the basic 
determinant of returns to the pro- 
ducer. Many market returns are dis- 
counted in various ways, to keep 
down internal costs of living or to 
help England in her economic trials. 
Price controls are tending to give us 
the worst of both worlds, in that 
there is a difficulty in policing 
adherence to price limits, in which 
case consumers do not enjoy the 
desired protection, or resources are 
diverted from the price-controlled 
products to others which are uncon- 
trolled, and often less essential, so 
that consumers are denied supplies 
of the essential commodities. Price 
control is clearly futile if it keeps 
down prices at the expense of re- 
stricung output. In fact, the usual 
result is that neither producers nor 
consumers are assisted. 

This ts the general argument, and 
it applies to meat in Australia today. 
Since the price controls operating on 
meat for export are very different 
from those applying to meat con- 
sumed locally, the two markets 
require separate consideration. 
Controlled Export Prices 

The criticism here is that the con- 
tract prices with the United King- 


fustralia 
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and Ne 


dom are quite inadequate to stimu- 
late production, but have condoned 
a sharp swing from meat production 
to wool production. The great con- 
trast between marketing methods for 
these two commodities has centred 
around the fact that meat prices 
were controlled and depressed, while 
wool prices were relatively free and 
unencumbered by any substantial 
discounts in favour of particular 
consumers. 


The contrast between the reaction 
of wool production, for which pro- 
ducers saw that they would reap the 
benefit of a free market, and the 
behaviour of meat production, where 
producers realised that they were 
being used to feed city and oversea 
populations at lower prices, without 
any substantial or permanent safe- 
guard for their earnings, is so 
obvious that it needs little elabora- 
tion, 


Having so weakened the faith of 
producers in the stability of market- 
ing systems, handouts are small 
compensation. However generous a 
particular government may be to a 
particular industry, some other sec- 
tion of the community has to pay, 
and there is no confidence that such 
generosity will continue to flow from 
successive administrations. 

Not only has the fixed export 
price limited the amount of meat 
produced for export, but the pre- 
miums previously available on better 
quality meat are no longer as effec- 
tive as when the trade was in the 
hands of the industry. Consequently 


w Zealand Bank, Melhourne, April, 1952 
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the incentive to produce high quality 
meat has weakened. 

Another limitation of the bulk 
agreement is that it restricts sales i: 
North American markets to a very 
small proportion of total exports 
(3,000 tons or 3°%% a year). The in- 
dustry is confident that much more 


could be sold in such markets at 
prices three to four times those 
which can be earned from. the 


United Kingdom contracts, and 
would) provide valuable dollars. 
Limitation of sales at world parity 
prices is all the more unpopular in 
view of the fact that the United 
Kingdom pays higher prices to 
Argentina and Uruguay than to 
Australia for meat. 


Control of Local Prices 

Control of the price of certain 
meats in Australia is also disrupting 
the market and affecting production 
At present, lamb and veal are not 
subject to price control, but beef and 
mutton still remain controlled. Inso- 
far as the controls are effective, this 
tends to direct beef and mutton to 
the export trade. 

While there have been long-term 
factors tending to increase the pro- 
portion of lamb in total Australian 
meat consumption, it is claimed that 
price control has encouraged the 
local trade to handle lamb and veal 
in much greater proportions than 
formerly, because the allowable 
margins on beef and mutton are so 
small. 

A further result of this policy is 
that many young stock are killed to 
take advantage of these prices, up- 
setting the normal balance of the 
industry. The artificial inflation of 
veal prices as compared with con- 
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trolled beef prices thus stimulates 
waste, and aggravates the decline in 
total quantity of meat production. 


Decontrol of all meat prices in 
Australia would be unlikely to have 
harmful effects on the community, 
because people are already paying 
high prices for their meat. The possi- 
bilities are that consumers would 
respond to the price differential be- 
tween lamb and mutton and also 
between veal and beef, which could 
mean a reduction in total family 
expenditure on meat. The balance 
of demand would be restored in both 
local and export trades, and the pro- 
portion of lamb available for export 
could be expected to improve. 
Meanwhile, the waste of young 
cattle would be discouraged, and 
beef production would be corres- 
pondingly augmented. 

It seems, therefore, that in a 
world hungry for food and _ fibres 
Australia need have no hesitation in 
accepting what world markets would 
pay for her exports. 

If, for good reasons of the welfare 
state, sections of industrial popula- 
tions are to be fed at less than 
market price, or for defence or senti- 
mental reasons, oversea countries 
are to be similarly assisted. the cost 
should not bear only on the pro- 
ducers concerned. This cost is a 
community obligation and should be 
spread. It is a clearly recognisable 
principle that when some impost ts 
made inescapable for all members of 
a community discouraging effects on 
production are at a minimum, but 
when its payment is made dependent 
on particular activities, its adverse 
effects on incentive in those activities 
are aggravated. 
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MINING: British Borneo’s Mineral 
Wealth, by A. G. Thomson. Mining 
journal, London, April 18, 1952 (96). 

Malaya. Mining 
1952 (97) 


[he Federation of 
journal, London, May 2, 


\fineral Resources in Nyasaland. Mining 
Journal, London, Mav 9, 1952 (98). The 
ree articles above are in the _ series 
Colonial Minerals Development” and 
e thorough and authoritative. See also 
For Reference" No. 92 in the May 
“sue of Economic Digest 


lrends in Mining (in Canada). Commet1 
| Letter, Canadian Bank of Commerce, 
ronto, March, 1952 (99). Canada’s 
‘ining output is not only increasing, but 
iso becoming much move diverse. 


[URKEY: Turkey S a 


a Prospective 
Market for U.K. Exporters 


Board of 


}rade Journal, London, April 26. 1952 
100). British exports to Turkey doubled 
over 1951; machinery constitutes over 


lf the total 


SWEDEN: The Econemic Situation 

During the First Quarter of 1952. Quar- 

terly Review, Skandinaviska  Banken, 

Stockholm, April, 1952 (101). A thorough 
urvey, discriminatingly illustrated by 
tatistics, of Sweden’s economy and the 
iy it fits into the world picture. 


FRANCE: Les Revenus en 1951 (In- 
some in 1951, original in French). Etudes 
t Conjoncture, Paris. May-June. 1952 
102). A mine .of information on the 
french economy 


iC RMANY: An Appraisal of German 
Recovery. Economic News, Brisbane, 
Yecember, 1951 (103). “ The West Ger- 
man recovery was effected by the dill- 
rence, assiduity and skill of the German 
irker, technician and industrialist.” 


phd 
When two 


Germans meet in the street 





and discuss the impending third world 
war, they are believed to express the 
hope that Germany may be again on the 
so-called losing side.” 


INSURANCE: British Insurance 
World Service, by E. B. Ferguson; Lit 
Assurance in the National Economy, bi 
J. F. Bunford; Marine Insurance—Post 
War Problems, by H. M. Mummery 
Development of General Insurance, b 
J. H. J. Day. Financial Times Survey ot! 
Banking and Insurance, April 21, 195 
(104). 


AUSTRALIA: The Wide Spread of 
Property Ownership in Australia. 


Review. Institute of Public Affairs, Vic 
toria, January-February, 1952 (105) 
Ninety per cent of all property is vested 
in income-earners receiving less thar 


S.000 a year from all sources. 


COAT Utilisation of Coal. Polish 
Foreign Trade, Warsaw, January-Feb 
ruary, 1952 (106). A well-written article 
in English, about Poland’s most import 
int export. 


TEA: Tea Industry Problems, by Si: 
Percival Griffiths. Lloyds Bank Review 
London, April, 1952 (107). A history of 
tea production and marketing from the 
earliest days of international trade in tea 
and the labour, rationing and auction 
problems of today. 


SOUTH AFRICA: Brief Review of 
Fconomic Conditions in the Union in 
1951. Quarterly Bulletin, South African 


Reserve Bank, Pretoria, March, 1952 
(108). An admirably condensed survey 


Index of Production (in South Africa) 
1939-1951. Supplement to Standard Bank 
Monthly Review. Cape Town, March 
1952 (109). Table, charts and explanator 
matter 


LOCAL AUTHORITIES: Return of 
Police Force Statistics; Children Service: 
Statistics: Return of the Rates to Fé 
Levied by County Councils; Return of! 
Education Statistics. Institute of Munic 
pal Treasurers and Accountants and 
Society of County Treasurers, London. 
January-March, 1952 (110). At-a-glanc: 
tables; those on rates refer to the yerr 
ending March 31, 1953, and the rest to 


the vear which ended on March 31. (98i 
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LE RULING 
1 Sterling Balances, dated February 8 


BALANCES Agreement 


132, Reserve Bank of India Bulletin 
March, 1952 (111). Copy of a letter from 
Vir. R. A. Butler, Chancellor of the 
Exchequer, to the Indian Finance Minis- 
ter, Incorporating the latest agreement 
ind of the reply accepting the proposals. 


STERLING AREA: The Sterling Area 
nd the British Commonwealth, by Sir 
Douglas Copland, March 2, 1952. Austra- 
lia and the Sterling Area, by Sir Douglas 
Copland. March 9, 1952 (112). Two 
roadeasts outlining the problem of the 
Sterling Area, and expressing doubts as 
to whether the rest of that can 
supply Australia with what it 


area 
needs 


New Books Reviewed 





Vw Economic ispects of Nationalisatior 


Students’ Bookshops 1 


course of 


Doubtless there will be in 
time a torrent of economic studies of 
Britain’s nationalized industries, and 
every subsequent writer will be grateful 
» Dr. de Neuman for pioneering with 
this study. The special merit of the 
tudy 1s that it most admirably schedules 


the problem in all its intricacy and 
variety. It is the perfect answer to the 
esearch student’s first questions: what 


Ss the scope of the problem?:; when and 


ow were the various — enterprises 
nationalized (although, as Dr. de Neu- 
nan points out, they cannot all be 
illed) enterprises)?; who runs them?: 
ow have they fared so far?; and so on 
But this essay is far more than a 
Psychic and Accounting Concepts of In 
Oxford Economic Papers, Vol. 4 No. 
Oxford Univer 

This paper is accompanied in this 
volume by others, including “ The 


Demand for Coal in Great Britain.” by 


K. S. Lomax, The Inadequacy of the 
Theory of the Firm as a Branch of Wel- 
fare Economics.” by T. Wilson, and 


Statistical Cost Functions in Electricity 
Supply,” by J. Johnston. 

Professor Frankel’s paper casts doubts 
on the propriety of comparing national 
incomes, particularly where  under- 
developed countries are concerned, but 
it has a wider application than merely 


Olle 


RUSSIA: Soctal Incentives and Incoms 
Differentiation in the USSR. by K. Bieda. 
Australian Quarterly. Sydney, March, 


1952 (113) Ihe author is a researcher 
into Russian economics, and gives a clear 


picture of the changes in Soviet policy 
since 1919. resulting in a_ progressive 


widening of wage and salary rates 
JAPAN: 
Japan. 

February, 


Industry in 
Bulletin, Tokvo 


The Shipbuilding 
Fujyt Bank 
1952 (114) 


Statistical Tables, covering Japanese 
Commerce. Banking, Prices. Production 
ind Foreign Trade, 1948-1951. Fuji Bank 


Bulletin. Tokyo, February, 1952 (115) 
tin Great Britain, by A. M. de Neuman 
td., Cambridge, &s. 6d 

schedule The author never hesitates to 


t 
judgment on the facts. but it 
an economist’s judgment 

politician’s. One is astonished 
much valuable information has 

teen packed into fifty quarto ‘ 
4 cool-headed judgment of the public 
ctor of needed: in 1949 


express a 
IS always 
never a 
that so 


and 


pages 


ndustry is 


(tefore the Iron and Steel Corporation 
came into being) the nationalized in 
dustries emploved over two million 
workpeople. or 9 per cent of total in 
the U.K.; their gross income in the same 
year was £1,372 million, or some 124 pe! 
cent of the Gross National Income of 


sh 
t 


e country. 


and Welfare, by S$ 
1. February, 1952, 
sity Press, 12s. 


Gieosire 


to such areas. “For a_ considerable 
time.” he says. “economists have been 
ibout the real meaning of calcu 
lations of national incomes in relation 
to the day-to-day activities, aspirations 
and feelings of the concerned 
whether indeed the whole complex 
of goods produced and consumed may 
not be so different between countries in 
different stages of development that one 
cannot establish any statistical equili 
brium tetween them.’ 
ihis is also, of 


UnNeCUSS 


peoples 


‘ 


course, the difficulty 
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that arises whenever the Purchasing 
Power Parity Theory of foreign trade is 
discussed. But Professor Frankel speci- 
tically attacks here the use of national 
ncome aggregates for purposes they do 


not bear. “There is, I believe, an un- 
resolved dichotomy in the meaning 
ascrited to national incomes al- 
hough the process of measuring national 
incomes ts a_ strictly accounting pro- 
cedure, the aggregates obtained are 
frequently used for purposes which 
transcend the accounting relation. They 


ire used to express welfare or ‘ecfare’, 


which talls into another category of 
thought which cannot be expressed in 


accounting terms.” 

ihe welfare economists have suggested 
that an the measurable out- 
services must have 
total welfare. most 


Increase In 
and 


tne 


goods 


ome effect on 


i /le 1¢cO Lante oF Changing 


{ccountants (Cree 
Sir Harold Howitt said recently that 
there is still no unanimity in the business 
world as to whether account should be 
taken of changes in the general price 
level when making adjustments to final 
iccounts. There many strong (but 
perhaps short-term) arguments in favour 
of making such adjustments, and the 
ommittee of the Institute of Cost and 
Works Accountants, whose report. this 
volume is, begins by having to assume 


are 
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of which may be immeasurable. “ But,’ 
says Professor Frankel, “it would b 
wrong to regard these goods and ser 
vices as causing welfare. It is a change 
in what is, by habit, custom or belief 
regarded by a society as constitutin; 
welfare which determines the nature, 
and frequently the amount, of the 
national dividend” and not vice versa 
“It is the ultimate conscious or uncon 
scious purpose for which income is 
desired that determines national income 
To identify a functional relationship be 


tween income and total welfare is as 
logically fallacious as to identify the 
points scored in playing a game with 


, 


the ‘value’ of the game to the players.” 
[his analysis shows how dangerous it 1s 
to embark too hastily on international 
and inter-temporal comparisons between 
national income aggregates. 


Levels, lastitute of Cost and Works 
Co., London), Ss. 
placement cost. not historical cost” 1s 


dictum) this book 
And even if. it 


the mest familiar 
brings down to earth. 


may not convince the “ historicalists ”, 
it will give a clear idea at least of the 
obstacles that will present themselves to 
the practising accountant if he should 


have to carry out a scheme willy-nilly 
The whole of the accounts are subjected 
to recalculation—-separate classes of as 
sets, for example, are revalued according 
indices of prices to a com 








that these arguments are accepted. It to separate 
then proceeds to suggest a scheme where- mon base year. The question that will 
by such adjustments may be incorporated nag the economist—-namely, the margin- 
in a set of books and in the accounts al cost of the myriad calculations 
is presented at the vear’s end. This is additional columns to fill up in the 
not for cannot be vet) text-book, but books, and setting out of complicated 
ccountants will te interested in the schedules. and their relation to any 
methods suggested. A subject that has valuable conceptions, apart from tax 
been dealt with so far in very vague considerations in the short run—is not 
terms (“assets should be valued at re- touched upon. 
“ADVERTISING EXPENDITURE IN 1948” 
In the review of this publication in the April, 1951, issue of Economic 

Digest. it was stated that “total expenditure (on advertising) is less than in 

1938." This is not so. the figures being £103 million for 1938, and £125 

million for 1948: the review continues with the statement that advertising 


expenditure 
the figures being 2.2 per cent for 
it 
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Also Worth Reading 





Halfway to 1960, by CoLIN CLarK, Lloyds Bank Review, London, April, 1952. Mr. 
Clark’s book “ The Economics of 1960” was published in 1942, and he here 
reviews the predictions made in it. He concludes that the world’s need for very 
big capital movements, particularly towards the under-developed countries, is 
becoming very urgent, and neither public authorities nor private investors seem 
to doing anything about it. “Could a Russian propagandist ask for more?” 


[he Pan-American Highway, Road International, International Road Federation 
London, Spring, 1952. A well illustrated description of the road that is planned 
to run from the U.S. Border to 600 miles south of Santiago, in Chile 


Banking Leviathan, Economist, London, April 12, 1952. The story of Amadeo Peter 
Giannini, who began as a fruit pedlar in San Francisco early this century, and 
died as the king of a 529-branch banking concern 


i 


Wages and Productivity, by EINAR HARDIN, Quarterly Review, Skandinaviska Banken 
Stockholm, April, 1952. Taking net national product divided by man-hours 
worked as his index of productivity, the author discusses the question “ Is rising 
productivity an indication that an economy can pay higher wages?” He points 
out that the rise in wages can only equal the rise in productivity when everything 
else is equal——propensity to save and consume, demand for public and private 
investment, and the terms of trade. The equation is not so simple 


Ihe World’s Food, Planning No. 340, P.L.P., London, April 1952. A symposium 
of opinions from recent books on the food problem, including de Castro's 
“ Geography of Hunger.” Hyam’s * Soil and Civilisation” and “ Four Thousand 
Million Mouths,” edited by Le Gros Clark and N. W. Pirie, admirably 
marised 


Wm- 


>t 


Sterling’s Long Road Home, by NORMAN Macrag. Financial Times Survey of Bank 
ing and Insurance, London, April 21, 1952. “ The wedding of Western Europe 
to the sterling group would not make it a good autarchic bloc: such a wedding 
would merely--by adding a group with a high demand for raw materials and a 
high supply of manufactured exports—-turn the balance of payments within the 
family slightly in favour of the overseas Commonwealth and slightly against the 
United Kingdom.” This article continues. however-—" which is not to say that it 
should not take place.” 


Growth of U.S. Reserves Continues, Petroleum Press Service, London, May, 1952 
From estimated proved o1] reserves of 21,000 million barrels in 1946. reserves 
in 1951 were 27,000 million barrels in the U.S.A., despite a rise in consumption 
of 8 per cent in the same period in America, and of 11 per cent in the world as 
a whole. Discoveries are therefore more than keeping pace with demand, par- 
ticularly in the “old” fields—Texas, Louisiana and Oklahoma. Remunerative 
prices have led to increased “ wildcattin or sinking of speculative drillings 
of which, however, only 15 per cent find « 


go 
1 
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Jet Travel from the Fuel Angle, Petroleum Press Service. London, May, 1952. Since 
fuel and oi! make up over 16 per cent of air-line operating costs. is the jet 
engine an economical form of power? Jets use coarser fuel than piston-engines 
the cost per gallon being 25 per cent cheaper; but consumption is twice as high. 
The jet’s higher speeds increase the number of flights per period by 30 to 50 per 
cent; but higher earning power ts correspondingly reduced by higher capital costs 
of building, and (as yet) smaller pay-loads|) From the oil men’s viewpoint. jet 





engines mean simplified refineries 





The seventh annual general meet- 
vy of British Insulated Callender’s 
Cables. Ltd. will be held on June 
n London 


The following is an extract from 
the statement circulated by the 
chairman. Sir Alexander’ Roger, 
KC AE: 

In the parent company profit on 
trading has risen by £1.352.629 to 
{4.585.668 mainly due to the sub- 
tantial increase both in the volume 
and value of our output for 1951, 
ne advantages of a full order book, 
nd the benefits of a constant im 


hairn 





ovement in’ methods and mach 
nme 

Puxation requires £2,707.881 or 
£643,244 more than in 1950 mainly 
due to the improvement in ou! 
ding profit and the increased 
profits tax pavable on distributed 


In the talance-sheet. the outstand 


ng feature is the greatly increased 
monies tied up in. stock. work-in 
yyress and debt and, as a con 


sequence. that as compared with a 
balance at banks and in cash of 
t615.608 at December 31. 1950. we 
had a bank overdratt at Decemter 
31. 1951. of some £3.500.000 in ad 
dition to the loan of £2.000.000 
which we arranged some years ago 
nd which under present arrange 
ents is repayable by June 30, 1955 
' the Jat 


New Issue an Outstanding Success 


Y ! girectors decided some 
montas ago that further permanent 
ipital Was required in the business 
nd decided to obtain this by the 
to ex sting Ordinary share 
holders of £3.109.614 of Ordinary 
capital on what we consider to be 
ttractive terms. As is now well 
wa. the issue was an outstanding 
ecess und has brought tn some 


340,000 of new cash 


= 


I ition which our previous 
Government did little or nothing to 
rol is now to be held. if Britain 





BRITISH INSULATED CALLENDER’S CABLES 
SUBSTANTIAL TURNOVER INCREASE 
STULTIFYING INCIDE 


NCE OF TAXATION 


is not only to surmount her present 
difficulties but continue to hold her 
rightful place in the world, the pre- 
sent stultifving incidence of taxation 
and the volume of non-revenue 
earning Government expenditure 
must be reduced. At the very least 
it slows down the ability to under- 
take capital expenditure and 
developments so essential to British 
industry not only in maintaining but 
in constantly improving its competi- 
tive power in the world. And at 
the worst it stifles human initiative 
and makes more and more difficult 
the achievement of that greater and 
more efficient output per person 
without which this country will not 
ior long remain solvent. 

1 welcome the initial steps taken 
Fy the present Government to con- 
trol cxpenditure and. through. some 
mail relief in personal taxation, to 
give some encouragement to greater 
endeavour. But IT most fervently 
hope that further and stronger ac- 
tion will soon be seen under both 


ese heads. 


We have made a satisfactory start 
Following the receipt of 

rtain tadly wanted materials to- 
wards the end of 1951 we have been 
ible to complete a considerable pro- 


portion of partly finished stocks 
then held and to increase our over- 
1] production. still further. Sales 


for the three months to March 31, 
1952. showed a marked improve- 
ment over those for the first quarter 
of 1951. We have also a full order 
book and altogether the prospects 
for 1952 look good provided —and 
i IS an tmportant proviso—our es 
sential raw materials continue to be 


le to us. 


made availab 

Apart from the intensive work we 
ire doing on substitute and alterna 
tive materials. there is little we can 
do a8 we continue to obtain the 
great bulk of our vital raw materials 
through Government departments 
| know they appreciate the position 
and am confident they will continue 


help 


te do everything to 
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